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ABSTRACT 


This  thesis  endeavors  to  determine 
the  specific  contributions  made  by  the  medieval 
Schoolmen  to  the  accumulated  body  of  economic 
theory  with  particular  reference  to  their  usury 
doctrine.  The  study  begins  by  defining  the 
word  ’usury'.  Current  interpretation  of  the 
Scholastic  usury  doctrine  and  other  related 
economic  theories  are  examined. 

Attention  is  devoted  to  the  environ¬ 
ment  and  economic  conditions  of  the  period  under 
study.  The  sources  of  authority  relied  upon  by 
the  Doctors  are  considered  in  order  to  under¬ 
stand  their  respective  influences.  The  Schoolmen 
applied  natural  la w  and  justice  to  questions  of 
moral  theology  which  included  economic  matters. 

In  these  concepts  the  basis  for  the  just  price 
was  found.  The  just  price  and  the  usury  doctrine 
have  been  accepted  as  bearing  a  close  relation¬ 
ship  to  each  other.  The  thesis  gives  some  con¬ 
sideration  to  the  nature  of  this  relationship. 
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In  the  latter  medieval  period  the 
usury  doctrine  was  modified.  Exceptions  were 
acknowledged  by  the  Schoolmen  and  adjustments 
were  made  accordingly  in  the  rules  of  the  con¬ 
fessional.  These  exceptions  were  stepping 
stones  which  led  to  the  eventual  acceptance  of 
a  market  rate  of  interest  by  the  Church. 

The  exceptions  made  to  usury  doctrine 
were  synonymous  with  the  emergence  of  a  com¬ 
mercial  economy  from  a  predominantly  agricultural 
feudal  economy. 

The  conclusion  is  reached,  that  the 
Schoolmen  made  some  very  significant  discoveries 
in  economic  analysis  despite  the  fact  that  their 
methods  were  unsatisfactory  and  were  not  accept¬ 
able  to  later  economic  scholars.  Modern  capital¬ 
ism  was  undoubtedly  influenced  in  its  development 
by  certain  factors  that  were  an  integral  part  of 
the  doctrines  and  practices  of  the  medieval  period. 
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CHAPTER  1 


CONTEMPORARY  INTERPRETATION 
OF  MEDIEVAL  USURY  THEORY . 

“Usury,  then,  was  sinful.  But  what 
is  usury?”1  These  two  short  sentences  quoted 
from  Schumpeter's  book,  History  of  Economic 
Analysis ,  emphasize  a  subject  that  has  been  the 
topic  of  much  controversy  from  Biblical  times 
until  the  present.  This  quotation  refers  parti¬ 
cularly  to  the  teachings  of  the  Schoolmen  of  the 
Middle  Ages  and  specifically  to  the  viewpoint  of 
St.  Thomas  Aquinas  (1225  -  1274). 

A  precise  definition  of  usury  can  only 
be  given  in  relation  to  a  specific  period  in 
time.  Usury  has  been  given  different  definitions. 
St.  Thomas  and  other  early  Schoolmen  implied  that 
usury  could  be  defined  as  any  increment  demanded 
in  excess  of  the  principal  of  a  loan.  Loans  thus 
conceived  were  assumed  to  be  used  only  for  con¬ 
sumption  purposes.  By  the  end  of  the  period  of 
Scholastic  predominance,  usury  was  considered  to 
refer  to  any  increment  demanded  beyond  the  normal 
rate  accepted  by  practice  and  custom.  In  other 
words,  the  term  usury  was  applied  to  an  excessive 


1.  Schumpeter,  Joseph  A.,  History  of  Economic 
Analysis ,  Oxford  University  Press,  New  York, 
1954,  p.  103. 
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rate  of  interest.  This  definition  obviously 
represented  an  important  modification  from  tne 
earlier  definition  just  cited.  It  recognized 
the  emergence  of  a  commercial  economy  from  the 
predominantly  self-sufficient  agricultural 
economy  of  the  earlier  medieval  period. 

Until  recently,  the  theories  of  usury 

as  developed  by  the  Schoolmen  of  the  medieval 

period  have  been  treated  as  worthy  of  very  little 

consideration  in  the  light  of  modern  economic 

theory.  Many  books  dealing  with  the  history  of 

economic  theory  pass  the  Schoolmen  with  nothing 

more  than  a  brief  condensation  of  their  theory 

of  usury,  the  just  price  and  their  dependence 

o 

upon  Aristotle.  Robert  Lekachman  ,  for  example, 
is  willing  to  concede  that  there  was  a  degree 
of  flexibility  evident  in  the  Scholastic  writings 
but  he  does  not  give  the  impression  that  their 
economic  theory  need  be  taken  too  seriously. 


2.  Lekachman,  Robert,  A  History  Of  Economic  Ideas 
Harper  &  Brothers,  New  York,  1959,  pp.  17-32. 
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John  Fred  Bell2,  while  recognizing  that  most  of 
the  institutions  of  capitalism  began  in  the 
later  medieval  period,  attaches  little  signifi¬ 
cance  to  the  development  of  the  economic  theory 
of  the  period.  Professor  Eric  Roll  discussed 
the  Middle  Ages  in  relation  to  Canon  Law.  He 
too,  believes  that  capitalism  grew  out  of  the 
feudal  order.  He  makes  many  interesting  obser¬ 
vations  in  this  regard  but  does  not  offer  an 
intensive  analysis  of  the  distinctive  contribu¬ 
tion  of  the  Schoolmen  to  the  accumulated  body 
of  economic  theory3 4 5 6.  Other  books  which  offer 
no  reference  to  the  Schoolmen  include,  A  History 

c 

Of  Economic  Doctrine  by  Gide  and  Rist  ,  and  The 
Develorme:-: t  Of  Economic  Thought  by  Newman0. 


3.  John  Fred  Bell,  A  History  Of  Economic  Thought. 
The  Ronald  Press  Company,  New  York,  1953, 

pp.  60-74. 

4.  Roll,  Eric,  A  History  Of  Economic  Thought. 
Prentice  Hall,  Inc.,  New  York,  1946,  pp. 33-48. 

5.  Gide  and  Hist,  A  History  Of  Economic  Doctrines. 
George  G.  Harrap  &  Company  Ltd.,  London,  1915, 
pp.  21-765. 

6.  Newman,  Philip  Charles,  The  Development  Of 
Economic  Thought,  Prentice  Hall,  Inc.,  New  York 
pp.  7-408. 


. 

'  , 


-4- 


The  medieval  period  has  been  referred 
to  as  the  "Dark  Ages",  in  contrast  to  the  "en¬ 
lightenment"  that  was  supposed  to  have  taken 
place  during  the  Renaissance.  The  Middle  Ages 
is  a  terra  that  is  used  to  designate  a  period 
of  roughly  one  thousand  years,  from  the  year 
500  A.D.  to  the  year  1500  A.D.  It  may  be  noted 
that  this  period  stretches  between  two  events 
that  have  great  historical  significance,  namely, 
the  fall  of  the  Roman  Empire  and  the  discovery 
of  America  by  Columbus.  As  Herbert  Heaton 
points  out,  it  is  somewhat  misleading  to  affix 
precise  limits  to  the  Middle  Ages^.  The  period 
which  began  about  500  A.D.  is  sometimes  considered 
to  have  extended  into  the  sixteenth  and  seventeenth 
centuries . 


During  the  early  Middle  Ages  the  Roman 
Empire  was  disintegrating.  This  was  particularly 
true  in  the  West.  It  was  during  the  time  of  the 
barbarian  invasions  that  the  Christian  Church 
experienced  considerable  growth  and  consolidation. 

7T  Heaton,  Herbert,  The  Economic  History  of  Europe. 
Harper  &  Brothers,  New  York,  1948,  p.  60. 
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Following  the  barbarian  invasions  there  was  a 
time  of  settlement  and  relative  peacefulness. 

The  Mohammedan  invasions  were  responsible  for 
further  disturbance  of  the  Western  Empire  during 
the  eighth  through  to  the  tenth  century.  Begin¬ 
ning  at  the  eleventh  century,  the  greatest 
economic  progress  was  in  evidence.  The  period 
following  the  eleventh  century  will  be  of  the 
greatest  interest  for  the  purposes  of  this  study. 

In  recent  years  there  has  been  a  renewed 
interest  developed  in  the  contribution  that  the 
medieval  Schoolmen  have  made  to  the  total  accumu¬ 
lated  knowledge  of  economic  phenomena.  Particular 
interest  is  attached  to  those  aspects  of  medieval 
theory  that  may  have  been  the  forerunners  of  modern 
theory  regarding  western  capitalism. 

It  will  be  the  purpose  of  this  study, 
to  survey  some  of  the  current  literature  which 
offers  a  new  interpretation  of  Scholastic  usury 
theory  as  well  as  other  related  medieval  economic 
doctrine.  For  this  purpose  three  main  sources 
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may  be  listed  at  this  time.  Schumpeter's  book  has 
already  been  mentioned.  The  second  source  is  an 
article  by  Raymond  DeRoover  in  the  May,  1955 
edition  of  The  Quarterly  Journal  Of  Economics. S 
The  third  source  is  a  study  by  John  W.  Baldwin. ^ 
Other  sources  are  also  used  and  are  noted  in  the 
bibliography. 

In  addition  to  an  examination  of  current 
interpretation  regarding  doctrine,  an  effort  will 
be  made  to  understand  what  the  actual  practices  of 
the  period  were  with  regard  to  usury  and  related 
commercial  activity.  Changing  patterns  will  thus 
become  evident  in  the  evolution  of  the  period. 
Major  sources  for  this  area  of  study  are  Professor 
Shepard  B.  Clough's  book,  The  Economic  Development 
Of  Western  Civilization*-*-0  and  Herbert  Heaton's 
Economic  History  Of  Europe . ^ 


8.  DeRoover,  Raymond,  "Scholastic  Economics: 
Survival  And  Lasting  Influence  From  The  Six¬ 
teenth  Century  To  Adam  Smith,"  The  Quarterly 
Journal  Of  Economics.  May,  1955,  pp.  161-190. 

9.  Baldwin,  John  W. ,  The  Medieval  Theories: 
Romanists.  Canonists  and  Theologians  In  The 

Twelfth  and  Thirteenth  Centuries.  Transactions 
Of  The  American  Philosophical  Society,  New 
Series,  Vol.49,  Part  4 , Philadelphia, 1959, pp. 1-92. 

10.  Clough,  Shepard  B.,  The  Economic  Development  Of 
Western  Civilization.  McGraw  Hill  Book  Company, 
Inc.,  New  York,  1959,  pp.  45-116. 

11.  Heaton,  op .  cit . ,  pp.  60-212. 
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As  might  be  expected,  the  fall  of  the 
Roman  Empire  and  the  invasions  which  followed, 
resulted  in  economic  and  social  conditions  that 
were  characterized  by  poverty  and  hardship.  Trade 
and  commerce  which  had  gained  some  prominence 
during  the  Roman  period  were  cut  to  a  minimum. 
Society  became  organized  under  a  feudal  framework. 
The  following  definition  of  feudalism  given  by 
Maurice  Dobb  will  clarify  both  its  social  and 
economic  aspects. 


" ...,  this  definition  will  characterize 
Feudalism  primarily  as  a  ’’mode  of  pro¬ 
duction";  As  such  it  will  be  virtually 
identical  with  what  we  generally  mean  by 
serfdom:  an  obligation  laid  on  the  pro¬ 
ducer  by  force  and  independently  of  his 
own  volition  to  fulfil  certain  economic 
demands  of  an  overlord,  whether  these  de¬ 
mands  take  the  form  of  services  to  be 
performed  or  of  dues  to  be  paid  in  money 
or  in  kind — of  work  or  of  what  Dr.  Nielson 
has  termed  "gifts  to  the  lord's  larder". 
This  coercive  force  may  be  that  of 
military  strength,  possessed  by  the 
feudal  superior,  or  of  custom  backed  by 
some  kind  of  juridical  procedure,  or  the 
force  of  law. "-*-2 


12.  Dobb,  Maurice,  Studies  In  the  Development  Of 
Capitalism,  George  Routledge  &  Sons  Ltd., 
London,  1946,  p.  36. 
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Under  this  system,  people  lived  together 
in  self-sufficient  units  under  the  authority  of 
the  lord  of  the  manor.  During  the  latter  centuries 
of  the  Middle  Ages,  trade  and  commerce  gained  in 
importance,  the  feudal  estates  began  to  disintegrate 
and  there  were  new  signs  of  vitality  and  promise 
in  the  economic  affairs  of  the  people. 

The  increase  in  commercial  activity  of 
the  later  period  provided  the  opportunity  for  the 
growth  of  the  merchant  class.  The  merchant  was 
viewed  with  suspicion  for  more  than  one  reason- 
He  was  suspected  of  being  motivated  by  greed  and 
he  did  not  appear  to  earn  his  living  through  labor. 
As  feudalism  disintegrated  and  capitalism  emerged, 
the  position  of  the  merchant  became  firmly  esta¬ 
blished. 

Schumpeter  and  DeRoover  are  both  convinced 
that  the  Schoolmen  made  a  far  more  important  con¬ 
tribution  to  the  accumulated  knowledge  of  economic 
theory  than  they  have  been  credited  with.  DeRoover 
points  out  that  they  analysed  the  basic  economic 
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13 

problem  as  one  of  scarcity.  He  credits  the 
later  Schoolmen  with  the  development  of  a  theory 
of  value  based  on  scarcity  and  utility  which  is 
more  acceptable  to  modern  thinking  than  the 
classical  value  theory.^4  He  feels  that  it  is 
important  to  note  that  they  stressed  mutual 
advantage  in  exchange.  They  acknowledged  the 
right  of  government  to  interfere  when  special 
circumstances  caused  the  market  price  to  fluctuate 
from  the  normal  or  just  price.  DeRoover  recognizes 
also  that  the  Schoolmen  exerted  an  influence  upon 
business  morality.  He  believes,  however,  that 
the  chief  weakness  of  the  Schoolmen  was  to  be 
found  in  their  usury  theory.  He  summarizes  his 
feelings  in  these  words: 


“The  great  weakness  of  scholastic 
economics  was  the  usury  doctrine. 

Canon  law,  dating  as  it  does  back  to 
the  early  Middle  Ages  when  most  loans 
were  made  for  consumption  purposes, 
defined  usury  as  any  increment  de¬ 
manded  beyond  the  principal  of  a  loan. 
Since  this  definition  was  a  part  of 
Catholic  dogma,  the  Schoolmen  were 
unable  to  change  it.  As  time  went  by, 


13.  DeRoover,  op .  cit . ,  p.  185 

14.  Ibid. ,  186. 
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it  became  a  source  of  increasing  em¬ 
barrassment.  Tied  to  their  definition, 
the  Doctors  were  sucked  deeper  and 
deeper  into  a  quagmire  of  contradictions. 
It  is  not  that  the  Church  ever  seriously 
hampered  business  investments,  but  prac¬ 
tical  necessity  placed  before  the  moral¬ 
ists  the  well-nigh  impossible  task  of 
legitimizing  means  for  taking  interest 
while  safeg 


loans  were 


This  statement  reveals  DeRoover's 


sentiments  on  more  than  one  aspect  of  the  subject 
under  study.  He  points  out  that  there  was  a  gulf 
between  the  theory  and  the  practice  of  usury. 

The  reason  for  the  gulf  he  attributes  to  the 
dogmatic  position  held  by  the  Church.  DeRoover 
seems  impatient  with  the  Scholastic  position  on 
usury  and  seems  anxious  to  dismiss  it  as  unworthy 
of  any  serious  thought  or  consideration. 


Schumpeter,  on  the  other  hand,  believes 


that  the  Schoolmen* s  analysis  of  usury  led  to 
the  discovery  of  the  theory  of  interest. 
Schumpeter's  own  words  serve  to  illustrate  this 


15.  DeRoover,  op.  cit. ,  p.  173. 
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point.  Having  stated  that  the  Scholastics  did 
not  develop  a  theory  of  wages,  rent  or  distri¬ 
bution,  he  goes  on  to  say: 


"Much  more  important  were  their 
contributions  to  the  theories  of  the 
two  types  of  income  that  they  did 
feel  to  be  analytic  problems,  busi¬ 
ness  profits  and  interest.  The 
risk-effect  theory  of  business  profit 
is  undoubtedly  due  to  them.  In 
particular  it  may  be  mentioned  that 
deLugo  -  following  a  suggestion  of 
St.  Thomas  -  described  business 
profit  as  'a  kind  of  wage1  for  a 
social  service.  No  less  certain  is 
it  that  they  launched  the  theory  of 
interest. "1* 


Schumpeter  deals  with  those  aspects  of 
usury  which  the  Schoolmen  were  not  willing  to 
accept  as  an  integral  part  of  pure  interest. 
These  objections  may  be  dealt  with  as  follows:^ 

1.  To  call  interest  a  price  for  money 

explains  nothing.  It  merely  restates 
the  problem. 

The  central  problem  is  "Why  should 
interest  be  paid?"  To  restate  it  as  a  price  for 
money  merely  rewords  the  question;  "Why  should  a 
price  be  paid  for  money?"  No  answer  is  forth- 


16.  Schumpeter,  opj. _ cit ,  ,  p.  101. 

17.  Ibid. ,  p.  105. 


■  > 

■  ■ 


■ 


■ 

<  • 

u 

- 

. 


1 

' 


1 

'  . 


'  ; ; 


. 

. 

. 


•  • 


-12- 


coming  without  further  analysis. 


2.  To  equate  interest  with  interlocal 
premiums  and  discounts  simply 
restates  the  problem.  This  can  be 
explained  by  risks  and  costs. 


Risks  and  costs  are  not  considered  as 
a  part  of  pure  interest.  To  explain  the  neces¬ 
sity  of  compensation  for  risk  and  costs  tends 
to  isolate  pure  interest  but  does  not  offer  an 
explanation  for  its  validity  as  a  legitimate 
charge . 


3.  The  appeal  to  lapse  of  time  may  not 

produce  a  variation  from  zero  interest. 

The  appeal  to  lapse  of  time  has  validity 
only  when  considered  in  relation  to  other  factors 
such  as  abstinence  from  consumption.  As  an  in¬ 
dividual  factor  it  does  not  explain  why  pure 
interest  should  be  charged,  although  when  con¬ 
sidered  with  other  factors  it  provides  part  of 
the  answer. 


Schumpeter  believes  that  the  Scholastics 


posed  the  key  question  in  their  consideration  of 
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usury.  The  key  question,  as  stated  previously, 
is,  "Why  should  pure  interest  be  charged?1'  By 
determining  the  irrelevance  of  the  propositions 
just  dealt  with  they  isolated  the  true  nature 
of  interest.  In  his  words: 


"Though  negative  only,  these  propo¬ 
sitions  are  of  great  analytical 
value.  They  clear  the  ground  and 
prove  that  the  Scholastic  doctors  - 
in  this  respect  much  superior  to 
nine-tenths  of  the  interest 
analysts  of  the  nineteenth  century  - 
saw  the  real  logical  problem  in¬ 
volved.  In  fact  these  propositions 
define  it.  This  is  why  they  should 
be  credited  with  having  launched  the 
theory  of  interest. "18 


Schumpeter  goes  on  to  point  out  that 
the  later  Schoolmen  were  successful  in  tracing 
interest  to  business  profit.  This  he  recognizes 
as  an  achievement  of  considerable  importance. 
Although  interest  theory  was  destined  to  undergo 
considerable  refinement  and  revision,  the  basis 
for  such  work  was  provided  by  the  Schoolmen. 

He  attributes  Molina,  one  of  the  later  Scholastics, 
with  a  very  well  developed  understanding  of  the 
nature  of  interest  analysis. 


18.  Ibid. ,  p.  105 
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With  this  introduction  to  Scholastic 
teaching  it  seems  timely  at  this  point  to  say 
something  about  the  Schoolmen  themselves.  Who 
were  they?  To  what  extent  did  the  authority  of 
the  Church  influence  their  research?  These  are 
but  two  of  the  questions  that  Schumpeter  answers 
in  what  might  be  termed  a  defence  cf  the  Schoolmen. 

The  twelfth  and  thirteenth  centuries 
marked  the  establishment  of  Universities  at  Paris 
and  Bologna.  Paris  became  the  center  of  theologi¬ 
cal  studies  and  Bologna  the  center  of  the  study 
of  law.  The  emergence  of  the  Universities  pro¬ 
vided  an  opportunity  for  those  engaged  in  Scholarly 
pursuit  to  become  teachers.  The  Schoolmen  were 
the  Professors  of  their  day  and  age.  The  Univers¬ 
ities  were  at  first  free  groups  of  teachers  and 
students  who  had  grouped  themselves  together 
for  the  more  effective  nursuit  of  knowledge. 
Although  they  were  granted  a  charter  by  the 
Church  they  were  dominated  by  neither  Church 
nor  state  in  their  intellectual  pursuits. 
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It  is  important  to  realize  that 
St.  Thomas  distinguished  between  what  has  been 
termed  'natural  theology'  and  'supernatural 
theology'.  Natural  theology  concerned  those 
things  which  could  be  determined  through  reason 
while  supernatural  theology  was  depicted  as 
received  through  revelation.  In  the  'Treatise 
On  God',  from  the  Summa  Theologica^St.  Thomas 
may  be  quoted: 


"On  the  contrary,  It  is  written 
(’ll  Tim. 3. 16)  All  Scripture  inspired 
of  God  is  profitable  to  teach,  to 
reprove,  to  correct,  to  instruct  in 
justice.  Now  Scripture  inspired  of 
God  is  no  part  of  the  philosophical 
sciences,  which  have  been  built  up 
by  human  reason.  Therefore  it  is 
useful  that  besides  philosophical 
doctrine  there  should  be  other  know¬ 
ledge  that  is,  inspired  by  God."’iy 


It  must  be  emphasized  that  in  matters 
pertaining  to  natural  theology  the  Schoolmen  had 
complete  freedom  of  intellectual  exercise. 


19.  Thomas  Aquinas,  The  Summa  Theolo>ica,  Vol.l, 
Article  1. 
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This  matter  is  clarified  further  by- 
Schumpeter  when  speaking  of  the  monks  and  friars. 

"But  how  can  a  radical  -  hence  also 
critical  -  attitude  of  mind  be  imputed 
to  a  social  group  whose  members  were 
bound  to  obey  the  dictates  of  a  supreme 
and  absolute" authority?  This  apparent 
paradox  is  easily  resolved.  The  lives 
and  faith  of  the  monks  and  friars  were 
indeed  subject  to  authority  that  was 
in  theory  at  least,  absolute  and  spoke 
immutable  truth.  But  beyond  the  sphere 
of  discipline  and  fundamental  religious 
belief  -beyond  the  matters  that  were 
de  fide  -  that  authority  did  not  under¬ 
take  to  direct  their  thought,  nor  did 
it  prescribe  results."2^ 

Dealing  specifically  with  the  criticism 

which  implies  that  analytic  reasoning  was  impossible 

due  to  the  supreme  authority  of  the  Pope, 

Schumpeter  appeals  to  a  reference  from  St.  Thomas. 

Speaking  of  St.  Thomas  he  says: 

"He  taught  indeed  that  authority  was  of 
decisive  importance  in  matters  involving 
Revelation  -  namely,  the  authority  of 
those  to  whom  the  Revelation  had  been 
made  -  but  he  also  taught  that  in  every¬ 
thing  else  (and  this  of  course  includes 
the  whole  field  of  economics)  any  argu¬ 
ment  from  authority  was  ’extremely  weak'".^2- 


Schumpeter,  ojd.  cit.  ,  p.  76. 
Ibid . ,  p .  77. 


20. 

21. 
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Attention  has  been  focused  upon  the 
renewed  interest  in  the  economic  history  of  the 
medieval  period  and  the  economic  theory  developed 
by  the  Schoolmen.  It  is  important  to  understand 
the  connection  that  existed  between  the  economic 
conditions  and  practices  of  the  period  in  relation 
to  the  theory  that  was  developed.  Some  of  the 
contributions  made  to  economic  theory  by  the 
Schoolmen  have  previously  been  mentioned.  Included 
is  their  analysis  of  the  basic  economic  problem 
as  one  of  scarcity,  the  quantity  theory  of  money 
and  the  theory  of  pure  interest.  An  attempt  will 
be  made  to  examine  the  background,  the  strengths 
and  the  shortcomings  of  these  and  other  Scholastic 
theories  in  the  light  of  recent  interpretation 
cited. 
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CHAPTER  2o 


ECONOMIC  COKDITIO  S  DURING  THE  MIDDLE  AGES, 

The  practice  of  usury  developed  from 
a  need  that  was  not  in  evidence  to  any  great  ex¬ 
tent  in  the  early  part  of  the  Middle  Ages.  It 
is  evident  that  production  of  agricultural  pro¬ 
duce  and  other  necessities  of  life  was  based 
primarily  on  a  self-sufficient  basis  during  the 
period  that  extends  from  the  fifth  through  the 
eleventh  century.  It  has  been  estimated  that 
eighty  to  ninety  percent  of  total  production  was 
agricultural.  However,  this  fact  alone  is  not 
particularly  noteworthy,  for  this  ratio  existed 
throughout  the  period  extending  to  the  nineteenth 
century.  Wha t  is  particularly  noteworthy  during 
the  period  of  the  early  Middle  Ages,  is  the  fact 
that  the  producers'  surplus  production  was  not 
transferred  through  a  market  mechanism  but  was 
transferred  directly  to  the  consumers.  The  con¬ 
sumers  were  the  lords,  warriors,  priests  and  others 
who  were  a  part  of  feudal  society.  Agricultural 
production  could  not  be  considered  capitalistic 
in  nature  in  so  much  as  the  available  surplus 
produce  was  not  distributed  through  a  market 
mechanism. 


;  •(  '  '].  ■  i  <■  V-:  h 

'  :«( 

« 

- 


■  ■  • 

r  ••  - 

■  ■  • 

t ,  t 

*  v 

•  oni  ■ 

T 

:  :;.j  ,r 

'  • 

:c 

•  '  ;  ■  :  ■' 

!  '• 

■*  : 

'  1  .  ■  • 

’C 

•  "  \  h  . 

rt  :* 

i  r 

• 

. 

•  1* 

1  <  '  j  ; 

.+  . 

• 

J 

<• 

■  f  0  • 

.. 

!  •  c 

• 

■ 

J  >  • 

« 

L  l 

• 

;r 

V 

r 

■ 

k 

‘f  f 

•  ■' 

•c; 

K  i  (  •:  f 

:> : 

• 

■  '•  \ 

‘ 

l,f 

1 

‘  •  !  <  •  1 

T 

■ 

j 

•  > 

,  -  • 

•  ' 

.  ' 

■ 

‘ 

. 

.  "  r 

•  ’ \ 

,  .  ■  i  r 1 

.■  ;  - 

•")  t ; 


-19- 


It  will  be  helpful  at  this  point  to 

define  the  limits  of  the  various  periods  within 

the  general  classification  of  the  Middle  Ages. 

For  this  purpose  the  outline  provided  by 

Professor  Clough  is  useful. 

"For  at  least  the  economic  history  of 
the  Middle  Ages  it  is  possible  to  dis¬ 
cern  four  major  periods:  the  first, 
from  the  fifth  to  the  eleventh  century, 
when  a  manorial  economy  was  being 
established  and  when  extensive  trade 
over  large  areas  was  slight 5  the  second, 
from  the  twelfth  century  through  the 
thirteenth,  when  there  was  a  revival  of 
trade,  an  expansion  of  industry,  a 
renaissance  in  arts  and  letters,  and 
the  beginning  of  a  breakdown  of  manor- 
ialism;  the  third,  in  the  fourteenth 
and  early  fifteenth  century,  when  wars 
and  the  Black  Death  ravaged  particularly 
France  and  England  and  when  there  were 
signs  of  economic  stagnation;  and  the 
fourth,  the  latter  part  of  the  fifteenth 
century,  when  there  occurred  a  Renaissance- 
particularly  in  Italy  and  the  Low  Countries- 
and  also  a  new  activity  in  commerce,  arid 
Portuguese  and  Spanish  explorations  and 
discoveries  overseas.  Even  this  period¬ 
ization  is,  however,  based  upon  the  most 
typical  aspects  of  what  was  taking  place 
and  does  not  mean  that  the  same  changes 
were  taking  place  everywhere  for  they 
were  not."i 

The  self-sufficient  agricultural  economy 
of  the  early  Middle  Ages  was  organized  on  a 


1.  Clough,  o£.  cit. ,  p .46 
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manorial  system  and  may  best  be  understood  by 
examining  the  organization  of  a  typical  manor. 

The  manor  may  be  compared  to  a  large 
estate  owned  by  a  lord  who  had  gathered  around 
him  a  group  of  common  people  who  in  return  for 
certain  privileges  provided  the  labor  to  work 
the  land  and  fulfill  other  responsibilities. 

The  manor  was  not  an  entirely  new  phenomenon  of 
the  Middle  Ages  but  had  been  established  in  some 
parts  of  the  Roman  Empire  before  the  fifth  cen¬ 
tury.  The  large  Roman  estates  had  conducted  a 
certain  amount  of  commercial  activity  in  so  much 
as  they  had  produced  a  surplus  for  market  pur¬ 
poses.  During  the  late  Roman  period  there  was  a 
decline  in  commercial  activities  and  by  the  be¬ 
ginning  of  the  early  medieval  period  the  estates 
had  become,  for  the  most  part,  self-sufficient 
units. 


After  the  fall  of  the  Roman  Empire, 
society  became  organized  under  a  system  of 
feudalism.  The  feudal  system  was  easily  adapted 
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to  the  type  of  organization  found  in  the  large 
estates  or  manors.  Feudalism  fulfilled  a  :eed 
that  was  mutually  felt  by  those  who  sought 
authority  and  by  those  who  sought  peace  and 
protection.  Alexander  Gray  refers  to  feudalism 
in  these  words; 

“Yet,  without  doubt,  the  theory 
of  feudalism  in  its  essence  implied 
a  system  in  which  society  was  held 
together  by  mutual  obligations  and 
services,  so  that  each  one  had  his 
place  assigned  to  him,  and  his 
tenure  of  that  place  involved  the 
giving  and  receiving  mutually  of 
support  and  assistance....  There 
was  thus  a  considerable  element  of 
status.  Rank,  of  whatsoever  kind, 
imposed  obligations,  but  it  also 
conferred  privileges.  Each  one 
should  not  merely  discharge  the 
obligations  resting  on  him;  he 
should  also  live  as  his  position 
in  life  required  -  "convenienter" , 
as  the  medieval  Latinist  expressed 
it."2 


The  manor  consisted  of  a  fairly  ex¬ 
tensive  area  of  arable  land,  pasture,  meadow  and 
forest.  Somewhere  within  the  arable  land  the 


2.  Gray,  Alexander,  The  Development  Of  Economic 
Doctrine,  Longmans  Green  And  Co.,  London, 
1931,  p.41. 
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village  was  located.  Near  the  center  of  the 
village  was  to  be  found  the  lord’s  dwelling 
place,  the  church  and  other  buildings  for  the 
baker,  blacksmith  and  other  specialized  laborers. 
Also  to  be  found  in  the  village  were  the  homes 
of  the  common  people  or  serfs. 

The  village  was  surrounded  by  a  high 
stone  wall  for  protection.  In  addition  to  the 
wall,  a  water  moat  provided  extra  protection  from 
attack.  The  livestock  were  kept  in  the  village 
when  they  were  not  grazing  on  the  pasture  land. 

The  serfs  were  granted  a  small  plot 
of  land  to  grow  food  for  their  family  in  return 
for  the  fulfillment  of  the  terms  of  their  contract 
with  the  lord.  The  serf  was  required  to  give  a 
share  of  his  production  to  the  lord,  to  work  a 
certain  amount  of  time  on  the  lord’s  land  and 
to  provide  such  additional  fees  as  might  be 
required  in  special  circumstances.  A  serf  who 
gave  a  daughter  in  marriage  had  to  provide  a 
payment  in  goods  or  money.  When  a  serf  died,  the 
family  had  to  provide  an  animal  for  the  lord. 
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He  had  to  pay  for  the  use  of  the  lord's  grist¬ 
mill,  bakery  and  wine  press.  In  addition  to 
these  and  other  fees  the  serf  was  expected  to 
give  a  tithe  to  the  Church.  This  usually  took 
the  form  of  one-tenth  of  his  produce. 

It  appears  to  be  obvious  that  although 
the  serf  was  not  a  slave  in  the  strictest  sense 
of  the  word,  he  had  little  hope  of  ever  freeing 
himself  from  the  burden  of  his  contract  with  the 
lord. 


By  the  end  of  the  eleventh  century 
certain  fundamental  changes  were  taking  place 
which  were  to  undermine  the  feudal  system.  The 
most  noteworthy  development  was  a  sharp  increase 
in  the  population  and  the  opening  of  new  land 
for  development.  The  manor  of  the  early  period 
was  unable  to  absorb  an  increase  in  population. 
This  meant  that  as  the  population  increased, 
young  people  were  forced  to  leave  the  manor. 

Some  of  them  found  employment  in  the  villages 
and  towns  while  others  were  encouraged  to  settle 
on  new  land  that  was  being  developed.  Much  greater 


■  '■  ',.i  ■  ■  '  •  . 

. 

f  1  '»•  'V'Tf. 

•Ch  ::  1  ••  tr  /  . :  .  i.  :  ■  ,  ,  :  :  : 

..  ••  - 

I  J/.<  r  ■  ;  i  j  riJLTf  X •'/:*(• 

■ 

p  o  .  q  i  ..  ii 

•  ■  ■  o 

. 

. 


-24- 


opportunity  and  freedom  was  provided  in  the  newer 
settlements.  In  many  circumstances  the  peasant 
was  required  to  make  only  a  fixed  payment  for  the 
use  of  the  land.  He  was  thus  provided  with  much 
greater  freedom  and  initiative. 

Specialization  of  production  was  intro¬ 
duced  on  some  farms,  some  division  of  labor  was 
evident,  and  feudal  lords  as  well  as  peasants  began 
to  produce  a  surplus  which  was  sold  on  the  market. 

A  new  kind  of  farming  was  in  the  process  of  dev¬ 
elopment  during  the  twelfth  and  thirteenth  cen¬ 
turies  . 


During  the  early  period  many  of  the 
manors  were  operated  by  the  Church.  The  Church 
was  said  to  be  the  largest  landowner  and  operated 
a  number  of  the  manors.  Nevertheless,  it  appears 
that  the  Church  was  a  power  independent  of  the 
feudal  warrior  class.  Joseph  A.  Schumpeter  is 
most  emphatic  in  making  this  point  clear. 
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"The  one  essential  point  to 
grasp  is  that  the  Church  was  not 
simply  an  organ  of  feudal  society 
but  an  organism  distinct  from 
feudal  society  that  always  remained 
a  power  in  its  own  right.  However 
closely  allied  with,  or  dependent 
upon  feudal  kings  and  lords  it  may 
at  times  have  been,  however  near 
it  may  have  come  to  defeat  and  to 
being  harnessed  into  the  service 
of  the  warrior  class,  it  never 
resigned  its  own  authority  and 
never  became  the  instrument  of 
that  or  any  other  class.  Since 
the  Church  was  always  able  not 
only  to  assert  itself  but  also 
to  wage  successful  war  upon  the 
feudal  powers,  this  fact  should 
be  too  obvious  to  require  explicit 
statement,  were  it  not  that  histor¬ 
iography,  inspired  by  a  popular 
version  of  Marxian  sociology,  may 
easily  create  the  impression  - 
to  put  it  in  the  crudest  wa y 
possible  -  that  medieval  thought 
was  merely  the  ideology  of  a  land- 
holding  warrior  class,  verbalized 
by  its  chaplains . 


There  seems  to  be  general  agreement 
that  the  early  Middle  Ages  marked  a  low  ebb  in 
the  commercial  activity  of  the  greater  part  of 
what  is  now  Europe.  The  fall  of  the  Roman  Empire 
was  followed  by  the  so  called  "barbarian  invasions." 
At  the  conclusion  of  the  barbarian  invasions  a 


3.  Schumpeter,  ojd.  cit . ,  p.  75. 
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new  threat  was  posed  by  the  Moslems.  Invasions 
were  carried  out  by  the  Hungarians  in  the  tenth 
century  and  by  the  Normans  in  both  the  tenth  and 
eleventh  centuries.  Water  trading  routes  and 
trading  centers  on  the  Mediterranean  declined 
in  importance.  The  development  of  the  agricul¬ 
tural  economy  which  has  been  described,  paralleled 
the  decline  of  commerce.  The  effect  on  industry 
is  summarized  by  Clough. 


"The  decline  of  commerce  and 
the  growth  of  the  manorial  system 
had  in  turn  a  decided  effect  upon 
industry.  With  little  opportunity 
for  selling  surpluses  in  distant 
markets  and  with  the  chief  demand 
for  industrial  goods  being  on  the 
large  estates,  industry  came  to  be 
almost  as  exclusively  manorial  as 
agriculture  itself.  Here  the 
people  raised  their  own  sheep  for 
wool  and  raised  their  own  flax  for 
linen,  spun  these  fibres  into 
thread,  wove  the  thread  into  cloth, 
and  fulled  and  dyed  their  finished 
product.  Nor  was  this  work  in 
textiles  done  by  specialists  in 
workshops.  Rather  it  was  carried  on 
as  a  domestic  enterprise  by  peasant 
women,  children,  and  men  in  their 
spare  time,  especially  in  the  winter 
months  when  work  in  the  fields  was 
slack....  Even  the  few  things  which 
they  could  not  produce  for  themselves, 
largely  because  they  lacked  equipment, 
were  for  the  most  part  furnished  by 
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the  lord's  mill,  winery  or  alehouse, 
and  smith.  In  fact  about  the  only 
goods  obtained  through  commerce  were 
salt,  iron,  glassware  and  pottery."4 5 

The  picture  of  the  early  period  is 
one  of  poverty  yet  self-sufficiency.  There  was 
little  need  for  money  as  there  were  few  trans¬ 
actions  made  requiring  the  use  of  money.  Credit 
was  not  extended  to  any  degree  and  usually  only 
for  consumption  purooses.  There  is  some  evidence 
that  credit  transactions  were  viewed  with  sus¬ 
picion.  ^  It  may  be  safe  to  assume  that  this 
attitude  grew  out  of  the  economic  conditions 
of  the  people.  A  man  had  no  need  to  borrow 
except  in  circumstances  of  extreme  poverty  or 
personal  economic  crises.  To  take  advantage  of 
a  man  in  these  circumstances  seemed  to  be  a  very 
questionable  practice. 

It  would  seem  that  the  economic 
conditions  of  the  early  period  which  were  only 
modified  in  the  twelfth  and  thirteenth  century 
had  a  considerable  influence  upon  both  the  theories 

4.  Clough,  ojd.  cit . ,  p.  70. 

5.  See  Page  59. 
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of  the  Schoolmen  and  upon  the  practices  they  advo¬ 
cated.  Most  loans  are  made  for  commercial  pur¬ 
poses;  with  little  commerce,  there  was  relatively 
little  borrowing  and  lending.. 


• 


•  :  W  i  •  3  tP  '  l&  c  .  f  b  .  U 

~  f  r '■  ■>  '  i-ik  ,  c, 

■  ■'  - ‘  r  -  '  '•>  /  oil:  f  ,  i  ■  c  ; 

■ 


CHAPTER  3 


THE  FQUT  DAT  1 0I\ S  OF  SCHOLASTIC  USURY  THEORY . 

The  sources  of  authority  for  the  theory 
of  usury  as  developed  by  St.  Thomas  and  other 
Schoolmen  are  threefold.  They  are  the  Bible, 
Aristotle  and  the  early  Church  Fathers.  There 
is  some  foundation  for  the  speculation  that  in 
the  writings  of  St.  Thomas  there  is  to  be  found 
a  synthesis  of  Aristotelean  and  Christian  teach¬ 
ing.  Because  of  the  importance  of  these  three 
sources  of  authority  they  will  be  dealt  with 
individually  in  order  that  the  distinctive  in¬ 
fluence  of  each  may  be  developed. 

THE  BIBLE 

The  influence  of  the  Bible  may  be 
examined  in  the  light  of  both  the  Old  and  the 
New  Testaments. 

The  first  and  thirty-first  verses  of 

the  First  Chapter  of  Genesis  offers  the  key  to 

the  entire  book  v/ith  regard  to  property. 

Gen. 1:1  In  the  beginning  God  created  the  heaven 
and  the  earth. 

Gen. 1:31  And  God  saw  everything  that  he  had  made 
and  behold  it  was  very  good. 
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These  two  passages  of  scripture  esta¬ 
blish  the  concept  that  God  is  the  source  of  all 
life  and  of  all  material  things,  and  of  the 
essential  goodness  of  everything  that  He  has 
created.  This  concept  is  reinforced  by  two 
verses  from  the  24th  Psalm: 

Psalms  24:1  &  2 

The  earth  is  the  Lord's  and  the 
fullness  thereof;  the  world,  and  they 
that  dwell  therein:  For  He  hath  founded 
it  upon  the  seas  and  established  it 
upon  the  floods. 

This  passage  has  certain  implications 
for  economic  affairs.  It  is  suggestive  of  the 
concept  of  stewardship  held  by  Christians  and 
Jews.  The  institution  of  private  property  may 
be  justified  as  an  expedient  means  of  administer¬ 
ing  what  is  actually  God's  property  and  not 
private  at  all.  Such  a  concept  brings  into 
question  such  motives  as  profit  seeking  and 
aquisitiveness.  It  may  suffice  at  this  time  to 
observe  that  there  are  numerous  viewpoints  offered 
on  this  subject,  and  there  is  no  general  agree¬ 
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It  must  be  emphasized  that  it  is  a  very 
dangerous  and  often  misleading  practice  to  take 
verses  of  scripture  out  of  their  context  and  to 
generalize  from  them.  The  passages  offered  for 
consideration  are  suggestive  of  an  interpretation 
which  may  be  acceptable  to  one  reader  but  not 
to  another.  For  the  present  purpose  it  is  help¬ 
ful  to  examine  sources  and  interpretations  which 
the  Schoolmen  may  have  adopted  as  a  basis  of 
authority. 


Nehemiah,  Chapter  5,  offers  a  passage 
of  scripture  that  seems  to  bear  directly  upon 
the  subject  of  usury.  The  account  seems  to 
be  of  sufficient  importance  to  be  presented  in 
full.  The  translation  is  by  Moffat. 

Nehemiah  5:1-12 

Then  a  loud  outcry  arose  among 
the  common  people  and  their  wives 
against  their  fellow- Jews.  Some  said, 
"There  are  many  of  us,  with  our  sons 
and  daughters;  let  us  have  food  to 
keep  us  alive."  Others  said,  "We  are 
mortgaging  our  fields  and  vineyards 
and  houses  to  get  food  in  the  famine." 
Others  said,  "We  have  had  to  borrow 
money  on  our  fields  and  vineyards  to 
pay  the  king's  tax.  Our  blood  is  the 
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blood  of  our  fellows ,  our  children  are 
like  their  children,  and  yet  we  must 
let  them  have  our  sons  and  daughters 
for  slaves.  Some  of  our  daughters 
have  been  enslaved  already  and  we  have 
no  money  to  buy  them  back,  for  our 
fields  and  vineyards  are  in  the  hands 
of  others.*’ 

When  I  heard  their  outcry  and 
complaints,  I  was  very  angry;  I 
thought  it  over  and  confronted  the 
authorities  and  deputies.  I  said, 

"You  are  taking  interest  from  your 
own  people!"  So  I  held  a  great 
assembly  to  deal  with  them.  I  said, 

"We  have  done  all  we  could  to  buy 
back  our  fellow  Jews  who  have  been 
bought  by  foreigners.  And  you  would 
sell  your  fellows?  You  would  sell 
them  back  to  us?"  They  were  silent 
and  they  had  not  a  word  to  say.  So 
I  went  on:  "You  are  doing  wrong. 

Will  you  not  live  in  awe  of  God, 
with  an  eye  to  the  sneer  of  our 
foreign  foes?  I  and  my  fellows  and 
my  retinue  have  been  supporting 
these  people  with  money  and  food. 

Come  let  us  give  up  taking  interest 
from  them.  Come  restore  to  them  this 
very  day,  their  fields,  their  vineyards, 
their  olive-yards,  and  their  houses, 
with  interest  on  the  money  and  the  food 
and  the  wine  and  the  oil  that  you  have 
been  taking  from  them."  They  answered, 
"7/e  will  restore  it  all,  we  will  take  no 
interest  from  them;  we  will  do  as  you 
bid  us." 


In  the  hew  Testament,  Jesus  is  concerned 
with  the  use  to  which  wealth  is  employed.  He 
sees  possessions  as  being  an  end  of  a  man's 
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endeavors  instead  of  being  used  as  a  means  to 
an  end.  He  does  not  condemn  wealth  as  such  but 
he  condemns  the  man  who  allows  the  pursuit  of 
wealth  to  dominate  his  life.  In  this  regard 
Luke  12:31  may  be  quoted: 

But  rather  seek  ye  first  the 
kingdom  of  God  and  all  these  things 
shall  be  added  unto  you. 

If  one  were  to  put  first  things  first, 
the  pursuit  of  wealth  would  at  best,  come  second. 

Much  of  what  Jesus  said  in  this  regard 
was  not  spoken  by  way  of  judgment,  but  simply 
by  way  of  observation.  The  rich  young  ruler 
could  not  be  a  disciple  because  he  obviously 
loved  wealth  more  than  people. 

In  the  parable  of  the  talents,  the 

servant  who  had  received  one  talent  returned 

the  talent  without  any  increment.  His  master 

concluded  his  rebuke  to  him  in  these  words: 

Matt. 25: 27  Thou  oughtest  therefore  to  have 
put  my  money  to  the  exchangers, 
and  then  at  my  coming  I  would 
have  received  my  own  with  usury. 
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In  so  much  as  this  is  a  parable,  it 
cannot  be  interpreted  as  either  condemning  or 
condoning  the  practice  of  usury  as  such.  It 
simply  indicates  that  usury  was  a  part  of  the 
economic  life  of  the  community  of  the  New 
Testament  period. 

The  study  of  the  Gospels  reveals  that 
Jesus  was  very  familiar  with  the  customs  and 
practices  of  his  generation.  However,  his  con¬ 
cern  was  primarily  for  individuals  rather  than 
the  political,  economic  or  social  relationships 
in  which  they  were  involved. 

TH3  jSARLY  CHURCH  FATHERS . 

John  W.  Baldwin  offers  an  effective 
summary  of  the  teachings  of  the  Church  Fathers 
with  regard  to  commercial  transactions.^ 

The  essential  objections  raised  by  the 
Fathers  to  the  merchant  and  his  activity,  may  be 
listed  under  three  headings,  disreputable  motives, 


1.  Baldwin,  ojd.  cit.  ,  pp.13  &  14. 
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immoral  means  and  monopolistic  control  over 
necessities  of  life. 

Among  the  chief  critics  were  to  be 
found  the  fourth  century  Greek  Father  Basil  the 
Great,  the  fourth  century  Latin  Father  Jerome, 
and  Ambrose  Bishop  of  Milan.  Most  extreme  in 
his  criticism  was  the  third  century  Tertullian. 
Two  of  the  Fathers  offered  some  defence  of  the 
merchant.  These  were  Clement  of  Alexandria  who 
lived  in  the  second  century  and  the  Great 
Augustine,  most  prominent  of  all  the  Fathers 
who  lived  in  the  fourth  century. 


With  regard  to  motive,  Tertullian 
depicts  the  desire  for  acquisition  as  greed  of 
the  worst  variety.  Baldwin  offers  the  following 
quotation  from  Tertullian: 


’“'Is  trading  fit  for  the  service  of  God?" 
he  asked.  "Certainly",  was  the  reply, 

"if  greed  is  absent  which  is  the  cause 
of  acquisition.  But  if  acquisition 
ceases  there  will  be  no  longer  the 
necessity  of  trading." 


2.  Ibid. ,  P . 14 . 
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Ambrose  questions  the  integrity  of  the 
merchant.  The  merchant  is  seen  in  his  eyes  as 
one  who  spends  all  of  his  ti  e  devising  methods 
to  defraud  people. 

Both  Basil  the  Great  and  Ambrose  spoke 
out  against  the  merchant  who  gained  control  over 
the  distribution  of  necessities  such  as  food  and 
then  took  advantage  of  their  position  to  raise 
prices.  It  would  be  fair  to  say  that  they  con¬ 
demned  exploitation  of  the  poor  by  the  wealthy. 
There  are  echoes  of  Nehemiah,  Chapter  5  in  this 
regard. 


Clement  of  Alexandria  perhaps  offers 
a  more  objective  interpretation  of  the  New 
Testament  than  some  of  the  other  Fathers.  He 
suggests  that  there  must  be  refinement  of  inter¬ 
pretation  of  the  scriptures.  He  endeavors  to 
qualify  the  one-sided  viewpoint  that  was  typical 
of  his  own  and  the  later  period.  Baldwin  comments 
on  Clement  in  these  words: 

"The  difficulty  of  the  wealthy  to  obtain 
salvation  was  not  due  to  the  single 
factor  of  their  possessions,  but  rather 
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to  the  complex  conditions  involving 
spiritual  values.  In  another  place 
Clement  concluded  that  it  was  the 
wrong  administration  of  riches  that 
made  them  the  source  of  vice  and  wick¬ 
edness  . 


Augustine,  although  generally  sharing 
the  views  of  his  contemporaries  offered  also  a 
defence  of  the  merchant  which  was  to  exert  con¬ 
siderable  influence.  Augustine  gives  an  account 
of  an  imaginary  conversation  that  he  supposedly 
engaged  in  with  a  merchant. 

"The  merchant  concluded  that  if  he 
lived  righteously  it  would  go  well 
with  him,  but  if  he  lived  wickedly  it 
would  not  be  due  to  his  profession  but 
to  his  iniquity.  In  this  conclusion 
Augustine  agreed,  and  thereby  cleared 
the  profession  of  commerce  from  its 
fundamental  stain  of  approbrium. 


It  may  be  noted  that  John  Calvin  in 
the  reformation  period  adopted  a  viewpoint 
similar  to  this.  Calvin  accepted  the  commercial 
order  as  an  integral  and  necessary  part  of  the 
life  of  the  community.  He  taught  that  the  merchant 
should  discipline  himself  in  his  dealings  in 


3 .  Ibid . ,  p .  14 . 

4.  Ibid. ,  p.  15. 
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order  that  his  activity  might  find  favor  in  the 

sight  of  God.  Calvin  saw  no  danger  in  the 

accumulation  of  riches  as  long  as  they  were  not 

accumulated  for  purposes  of  self-indulgence  or 
5 

ostentation . 


Ail  3T0TLE 

Aristotle  had  a  profound  influence  upon 
the  Schoolmen.  Aristotle  held  a  similar  view 
of  usury  as  that  of  the  Church  Fathers.  Whether 
his  writings  influenced  the  Fathers  to  any  extent 
is  difficult  to  determine.  Aristotle  believed 
that  money  was  not  of  itself  productive  and  was 
therefore  not  a  factor  of  production  worthy  of 
a  return.  He  speaks  of  money  in  the  biological 
sense  as  being  barren  and  therefore  to  be  treated 
as  such. 


Schumpeter  says  that  Aristotle  did  not 
develop  a  theory  of  interest  even  though  he  did 
link  interest  to  money.  Aristotle  was  mainly 

5.  Tawney,  R.H.,  Religion  And  The  Rise  Of  Capital¬ 
ism.  Penguin  Books,  Middlesex,  1938,  p.  114. 


6.  Schumpeter,  o£.  cit . ,  p.  105. 
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concerned  with  the  concept  of  justice  and  natural 
law.  As  both  of  these  concepts  must  be  taken 
into  consideration  in  the  analysis  of  usury,  he 
made  an  important  contribution  to  the  formulation 
of  a  theory  of  usury,  however  it  must  be  made 
abundantly  clear  that  Aristotle  condemned  usury 
in  a  most  emphatic  manner.  Schumpeter  speaks  of 
Aristotle’s  views  on  interest  in  these  words: 


”He  condemned  interest  -  which  he 
equated  to  ’usury’  in  all  cases  - 
on  the  ground  that  there  was  no 
justification  for  money,  a  mere 
medium  of  exchange,  to  increase  in 
going  from  hand  to  hand...  But  he 
never  asked  the  question  why 
interest  was  being  paid  all  the 
same . "7 


St.  Thomas  treated  Aristotle  with  equal 
reverence  as  the  Bible  and  the  Church  Fathers. 
Although  it  is  true  that  St.  Thomas  gave  to 
Aristotle’s  teachings  high  pre-eminence  during 
the  Middle  Ages  there  is  some  suggestion  that 
Aristotle's  teachings  may  have  fallen  into  dis¬ 
repute  along  with  those  of  the  Schoolmen  during 
the  period  of  the  Renaissance. 


7.  Ibid. ,  p.  65. 
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Aristotle’s  chief  objection  to  usury 
was  based  upon  his  knowledge  of  loans  made  for 
consumption  purposes  and  his  strong  feelings  with 
regard  to  moderation  in  all  things.  The  merchant 
was  suspected  of  being  intemperate  with  regard 
to  his  profession.  The  merchant  could  be  justi¬ 
fied  as  a  natural  agent  for  the  fulfillment  of 
human  need,  but  disqualified  hi  self  through 
intemperance  which  was  destructive  of  moral  vir¬ 
tue 


Aristotle’s  greatest  influence  on  the 
Schoolmen  lay  in  his  concept  of  justice.  The 
philosophical  justification  of  the  concept  of 
the  just  price  is  dependent  upon  the  authority 
of  Aristotle.  It  is  in  this  area  that  Aristotle 
is  basic  to  medieval  thinking,  as  distinct  from 
the  Church  Fathers  and  scripture.  The  concept 
of  justice  as  elaborated  by  Aristotle  will  be 
discussed  at  greater  length  in  the  following 
chapter,  which  deals  with  natural  law  and  justice. 

The  three  sources  examined  have  all 


8.  Baldwin,  ojd.  cit.  ,  p.  13. 
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condemned  usury  but  with  somewhat  different 
emphasis.  The  emphasis  in  the  Old  Testament  is 
similar  to  that  of  some  of  the  Church  Fathers, 
while  others  speak  in  a  more  conciliatory  tone. 
Aristotle  believed  that  money  was  barren  and 
therefore  condemned  usury  on  this  basis,  whereas 
the  Bible  and  the  Church  Fathers  were  more  con¬ 
cerned  with  usury  as  a  means  of  exploitation  of 
the  poor.  The  New  Testament  has  very  little  to 
say  on  this  subject  other  than  an  occasional 
observation  which  indicates  that  usury  was  taken. 
Taken  together,  these  three  sources  formed  the 
basis  for  the  absolute  prohibition  of  usury  during 
the  early  medieval  period. 
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CHAPTER  4 


THE  SCHOLASTIC  CONCEPT 
OF  NAT  UR  .L  LAW  AND  JUSTICE. 


The  Scholastics  based  their  concept 
of  Natural  Law  upon  the  general  principles  pro¬ 
vided  by  Aristotle,  but  they  modified  these 
principles  and  cast  them  in  a  form  that  was  dis¬ 
tinctly  their  own.  The  following  is  a  quotation 
from  Aristotle's  Ethics  V,  7. 

"Of  political  justice  part  is 
natural,  part  legal— natural,  that 
which  everywhere  has  the  same  force 
and  does  not  exist  by  people’s 
thinking  this  or  that;  legal,  that 
which  is  originally  indifferent,..., 
e.g.  that  a  prisoner's  ransom  shall 
be  a  mina,  or  that  a  goat  and  not 
two  sheep  shall  be  sacrificed,  and 
again  all  the  laws  that  are  passed 
for  particular  cases,...,  and  the 
provisions  of  decrees. "f 


Schumpeter  points  out  that  Aristotle 
made  a  distinction  between  the  'naturally  just' 
and  the  'institutionally  just'.1 2  'Natural'  is 
taken  to  mean  in  this  context,  those  forms  of 
behavior  which  are  necessary  to  observe  to  make 
possible  the  survival  of  that  life  which  man 
shares  with  other  animals.  The  Romans  inter¬ 
preted  this  to  mean  that  'Natural  Law'  is  what 


1.  IdcKeon,  Richard,  The  Basic  'Works  Of  Aristotle 
Random  House,  New  York,  1841,  p.  1014. 

2.  Schumpeter,  o£.  cit. ,  p.  103. 
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nature  has  taught  all  animals.  This  would  lead 
us  to  believe  that  'Natural  Law'  is  absolute 
and  unchanging.  St.  Thomas  did  not  interpret 
it  to  be  the  case.  In  the  3umna  Theolo/ica  II, 
Part  1,  question  94,  article  4, he  gives  the 
following  summarizing  statement: 


"Consequently  we  must  say  that  the 
natural  law,  as  to  first  common  principles, 
is  the  same  for  all,  both  as  to  rectitude 
and  as  to  knowledge.  But  as  to  certain 
matters  of  detail,  which  are  conclusions, 
as  it  were  of  those  common  principles, 
it  is  the  same  for  all  in  the  majority 
of  cases,  both  as  to  rectitude  and  as  to 
knowledge;  and  yet  in  some  few  cases  it 
may  fail,  both  as  to  rectitude,  by  reason 
of  certain  obstacles  (just  as  nature's 
subject  to  generation  and  corruption  fail 
in  some  few  cases  on  account  of  some  ob¬ 
stacle),  and  as  to  knowledge,  since  in 
some  the  reason  is  perverted  by  passion, 
or  evil  habit,  or  an  evil  disposition  of 
nature.  Thus  formerly,  theft,  although 
it  is  expressly  contrary  to  the  natural 
law,  was  rot  considered  wrong  among  the 
Germans , . . . 


St.  Thomas  views  the  'Natural  Lav/'  as 
a  set  of  rules  that  nature  has  imposed.  However, 
in  so  much  as  these  rules  vary  with  changing 

30  Thomas  Aquinas,  The  Summa  Theologica.  Vol.II, 
Part  I,  Question  94,  Article  4. 
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conditions  and  in  relation  to  time  and  place,  as 
well  as  with  different  people,  the  natural  law 
is  not  absolute  but  variable  in  actual  practice. 

Schumpeter  outlire  s  a  second  meaning 
of  'Natural  Law'  which  he  believes  St.  Thomas 
outlined  through  examples.4 5  This  concept  equates 
natural  law  to  the  set  of  rules  that  conform  to 
social  necessity  or  experience.  He  sees  human 
positive  law  as  deduced  from  natural  law.  Thus 
the  rules  of  positive  lav/  must  be  constantly 
changed  to  meet  the  requirements  of  the  natural 
lav/.  St.  Thomas  is  very  specific  on  this  point. 


"A  change  in  the  natural  law  may  be 
understood  in  two  ways.  First,  by  way 
of  addition.  In  this  sense  nothing  hinders 
the  natural  law  from  being  changed,  since 
many  things  for  the  benefit  of  human  life 
have  been  added  over  and  above  the  natural 
law,  both  by  the  Divine  law  and  by  human 
laws. 

Secondly,  a  change  in  the  natural  law 
may  be  understood  by  way  of  subtraction, 
so  that  what  previously  v/as  according  to 
the  natural  law  ceases  to  be  so."^ 


4.  Schumpeter,  op.  cit. ,  p.  108. 

5.  Thomas  Aquinas,  op.  cit. ,  Article  5. 
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Before  proceeding  further,  the  motive 
of  the  Scholastics  may  be  examined.  The  Scholastics 
were  not  involved  in  research  for  the  sake  of  re¬ 
search  itself.  Their  motive  was  the  desire  to 
work  out  a  practical  guide  to  virtuous  living. € 

More  specifically,  they  were  required  to  provide 
a  guide  that  would  be  authoritative  in  the  con¬ 
fessional.  Their  method  was  first  to  analyse  a 
given  situation  from  an  objective  analytical 
viewpoint  and  then  to  pass  value  judgments  based 
upon  the  available  facts  of  the  situation.  The 
fact  that  the  analysis  is  carried  out  for  the 
purpose  of  making  a  value  judgment  does  in  no  way 
invalidate  the  results  of  the  analysis. 

Aristotle  called  certain  things  naturally 
just  because  he  believed  that  they  were  necessary 
to  the  survival  of  animal  life  in  general. 

"Of  political  justice  part  is  natural, 
part  legal — natural,  that  which  everywhere 
has  the  same  force  and  does  not  exist  by 
people's  thinking  this  or  that;.."'7 


7.  McKeon,  o£.  cit.,  p.  1014. 
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This  was  a  value  judgment  based  upon 
the  results  of  objective  analysis,  the  motive 
for  which  may  have  been  scientific  curiosity. 

In  a  given  social  situation  it  is  nec¬ 
essary  to  analyse  the  circumstances  and  the  facts 
relating  to  the  situation  before  one  may  be  in 
a  position  to  determine  what  is  naturally  just. 
The  motive  may  be  practical,  as  in  the  case  of 
the  Scholastics,  or  it  may  be  for  the  purpose  of 
pure  research.  In  either  case  the  motive  does 
not  determine  the  validity  of  the  analysis  and 
should  not  be  confused  with  it. 

Schumpeter  interprets  Molina,  a  later 
Scholastic,  as  relating  ’natural'  to  the  dictates 
of  reason. 

"Molina  clearly  defined  natural 
law,  on  the  one  hand,  with  the  dic¬ 
tates  of  reason  (ratio  recta) ,  and 
with  what  is  socially  expedient  or 
necessary  (expediens  et  necessarium) , 
on  the  other. 

Natural  law  by  this  definition  becomes 
si  ply  reason  applied  to  particular  facts. 


S.  Ibid.,  p.  109. 
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The  word  'natural'  in  later  usage 
came  sometimes  to  be  associated  with  that  which 
was  primitive.  If  one  imagines  that  the  natural 
is  most  clearly  demonstrated  in  the  primitive 
state  and  if  one  agrees  that  the  natural  is  also 
the  just,  it  follows  that  the  primitive  may  be 
glorified  as  the  ideal  state.  This  line  of 
reasoning  was  not  followed  by  the  Scholastics. 

It  would  be  truer  to  say  that  they  used  reason 
as  a  means  of  conceiving  the  ideal  state. 

DeRoover  suggests  that  because  of  their  pre¬ 
occupation  with  ethics,  they  were  more  concerned 
with  what  ought  to  be  rather  than  in  what  actually 
was.°  There  may  be  some  indication  of  the  Platonic 
influence  in  this  respect. 

The  concern  of  the  medieval  man  with 
justice  cannot  be  over-emphasized.  Justice  was 
one  of  the  four  cardinal  virtues,  the  other  three 
being  prudence,  temperance  and  fortitude.  Not 
only  did  justice  stand  as  a  symbol  of  man's  re¬ 
lationship  to  God,  it  also  stood  as  a  symbol  of 

9.  DeRoover,  ojj.  cit .  , 
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raan’s  relationship  to  other  men.  It  was  even 
more  inclusive  than  this,  for  it  was  considered 
as  a  part  of  individual  personal  righteousness. 
As  one  may  come  to  suspect,  it  represented  a  con 
cept  that  was  so  broad  that  it  almost  defied 
definition. 


Pagan  and  Christian  antiquity  eventually 
rendered  a  definition  that  has  been  described 
as  'socially  orientated'.  This  definition  put 
forth  by  Cicero  and  later  refined  by  Justinian 
won  medieval  acceptance.  Baldwin  quotes  Cicero's 
definition  from  De  Inventione:  "Justice  is  a  habit 
of  mind  which  gives  every  man  his  desert  while 
preserving  the  common  advantage . "1°  Cicero  elabor¬ 
ated  upon  this  definition  of  justice  as  follows; 


"Its  first  principles  proceed  from 
nature,  then  certain  rules  of  conduct 
became  customary  by  reason  of  their 
advantage;  later  still  both  the  princ¬ 
iples  that  proceeded  from  nature  and 
those  that  had  been  approved  by  custom 
received  the  support  of  religion  and  the 
fear  of  the  law."H 


10.  Baldwin,  on.  cit . ,  p.  59. 

11.  Cicero,  De  Inventione ,  II,  53,  p.  329. 
Translation  by  H.  M.  Hubbell,  Harvard 
University  Press,  1949. 
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Five  centuries  later  in  Justinian's 
Institutes  he  says;  "Justice  is  the  constant 
and  perpetual  will  attributing  to  each  his 
rightful  due. "^2 


Along  with  the 
the  Christian  concept  of 
largely  through  Jerome's 

word  fci.KcUotf'uv-n  with  the 

Baldwin's  explanation  is 
important  point. 


concept  of  social  justice, 
personal  justice  developed 
translation  of  the  Greek 
Latin  word  iustitia. 
enlightening  on  this 


"While  in  a  special  sense  6iKeu°su-v*r> 
does  connote  a  justice  which  gives  each 
his  due,  in  its  Biblical  context  it 
almost  invariably  means  a  "state  of 
righteousness",  a  "condition  acceptable 
to  God",  a  "purity  of  life",  a  "holiness". 
When  Jerome  translated  the  beatitude, 
"Blessed  are  those  who  do  hunger  and 
thirst  after  righteousness  (iustitia) 
for  they  shall  be  filled",  he  was  not 
referring  to  a  special  social  justice. 

In  its  Biblical  context,  iustitia  was 
clothed  with  the  very  general  aspects 
of  personal  righteousness."^0 

Baldwin  goes  on  to  point  out  that 
Augustine  reinforced  this  theological  concept 
of  justice  by  offering  a  definition  that  con- 


12.  Baldwin,  0£.  cit. ,  p.  59. 

13.  Ibid . ,  p .  59. 
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ceived  of  justice  as,  "aiding  the  needy  and 
submitting  to  God."14 

It  was  not  until  the  early  part  of 
the  thirteenth  century  that  a  satisfactory 
synthesis  of  the  various  concepts  of  justice 
began  to  take  form.  This  synthesis  may  be 
outlined  as  it  was  conceived  by  Stephen  Lang to* 
at  the  end  of  the  twelfth  century.  Baldwin 
summarizes  Lang ton’s  synthesis  of  the  divergent 
viev/s  of  justice. 

"Most  generally  it  was  equivalent 
to  virtue  or  righteousness.  In  the 
strictest  sense  it  comprised  judicial 
judgment,  and  in  an  intermediate 
position  it  signified  giving  each  his 
due . h1^ 

The  thirteenth  century  was  a  time 
of  increased  interest  in  intellectual  problems. 

It  was  also  the  time  of  rediscovery  of  the 
Aristotelean  writings  and  concepts.  The 
theologians,  recognizing  the  divergent  and 
confusing  concepts  that  were  prevalent,  undertook 
the  task  of  systemizing  them  in  order  that  the 

14.  Ibid.,  p.~60 . 

15.  Baldwin,  or.  cit.,  p.  61. 
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principles  might  be  applied  to  the  specific 
affairs  of  human  experience. 


Although  Aristotle  divided  justice  into 
three  basic  parts,  St.  Thomas  divided  it  into  two 
only.  Aristotle's  divisions  may  be  termed  dis¬ 
tributive,  corrective  and  reciprocal. 

"Of  particular  justice  and  that 
which  is  just  in  the  corresponding 
sense,  (A)  one  kind  is  that  which  is 
manifested  in  distributions  of  honour 
or  money  or  the  other  things  that  fall 
to  be  divided  among  those  who  have  a 
share  in  the  constitution  (for  in 
these  it  is  possible  for  one  man  to 
have  a  share  either  unequal  or  equal 
to  that  of  another),  and  (B)  one  is 
that  which  plays  a  rectifying  part 
in  transactions  between  man  and  man. "16 

St.  Thomas  and  Albert  felt  that  the 
third  term  was  ambiguous  with  the  first  two  and 
therefore  divided  justice  into  distributive  and 
commutative  justice.  Distributive  justice  con¬ 
cerns  the  relations  between  the  society  and  the 
individual,  while  commutative  justice  concerns 
the  relations  between  individuals  that  are  con¬ 
sidered  equal. 


16. 


i'cKeon,  op.  cit .  ,  p.  1005. 
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"The  virtue  of  justice  for  Thomas 
was  purely  and  simply  that  of  classical 
civilization  formulated  by  Justinian's 
Institutes.  This  virtue,  which  renders 
to  each  that  which  is  his  rightful  due, 
does  not  concern  the  inner  feelings  of 
man,  but  rather  the  exterior  deeds. 
Since  it  pertains  to  human  actions, 
which  can,  in  a  sense,  be  measured, 
justice  is  related  to  a  mathematical 
ratio.  This  ratio  might  be  best  ex¬ 
pressed  by  the  term  "mean"  (medium), 
which  implies  a  certain  proportionality 
of  things  to  people,  indeed,  the  whole 
underlying  basis  of  justice  of  Thomas 
Aquinas  might  be  summed  up  in  the 
mathematical  term,  proportionality. 1,1  ‘ 


To  come  directly  to  the  point,  we  learn 
that  sale  was  considered  as  a  function  of  commu¬ 
tative  justice.  The  partners  in  a  transaction 
were  considered  to  be  of  equal  status  regardless 
of  their  role  in  the  community.  For  example,  an 
Emperor  and  a  farmer  as  individuals  were  equals 
and  any  transaction  they  might  enter  into  as 
individuals  wTould  be  subject  to  the  conditions 
of  commutative  justice.  If  the  Emperor  were 
entering  into  an  agreement  of  sale  as  the  repre¬ 
sentative  of  the  society  of  which  he  were  the 
head,  the  transaction  would  then  be  a  part  of 
the  conditions  of  distributive  justice. 

17.  B-ldwrin,  oc.  cit.  , 


p.  62. 
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Both  Albert  and  Thomas  outlined  dis¬ 
tributive  justice  as  measured  b;  a  geometric  ratio 
and  commutative  justice  as  measured  by  an  arith¬ 
metical  ratio.  Exchange  was  designated  as  volun¬ 
tary  or  involuntary  depending  upon  the  willingness 
of  both  parties  to  enter  into  the  exchange.  In¬ 
voluntary  exchange  would  involve  such  things  as 
theft,  fraud  and  seizure. 

In  a  given  exchange  involving  voluntary 
commutative  justice,  a  further  problem  develops. 
How  does  one  account  for  the  different  value  of 
the  goods  involved  in  exchange?  Due  to  this 
complication,  the  concept  of  reciprocation  must 
be  introduced.  Thomas  and  Albert  did  not  accept 
this  third  division  which  had  been  made  by 
Aristotle,  but  were  later  forced  to  introduce  it 
as  a  necessary  exception  to  the  rule  of  commutative 
voluntary  exchange.  Only  through  reciprocation 
was  it  possible  to  account  for  the  divergent 
values  represented  in  different  goods.  The 
importance  which  Albert  and  Thomas  attached  to 
the  principle  of  voluntary  reciprocal  commutative 
exchange  is  emphasized  ard  summarized  by  Baldwin. 
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"without  reciprocal  justice  of 
exchange,  human  arts  ar.d  crafts  would 
be  destroyed  because  they  would  lack 
sufficient  compensation  to  maintain 
themselves.  A  city,  which  was  the 
unit  of  economic  life  based  on  the 
principle  of  division  of  labor,  could 
not  exist  unless  there  was  proportional 
exchange  of  goods.  Without  this 
reciprocal  compensation,  the  losses 
incurred  would  eventually  result  in 
total  enslavement  of  the  citizen  body, 
because  a  slave  is  one  who  is  not 
justly  rewarded  for  his  work.  One 
might  ever  say  that  a  just  exchange 
lay  at  the  very  basis  of  nature. 

Aristotle  had  said  that  man  was  a 
social  animal  by  natural  law.  Just 
buying  and  selling  was  a  reflection 
of  this  natural  law,  because  man 
cannot  exist  without  this  just  ex¬ 
change  . 

Having  established  a  criterion  of 
justice,  St.  Thomas  devoted  considerable  study 
to  the  nature  of  injustice.  He  was  particularly 
concerned  with  injustices  arising  from  the  com¬ 
mutative  category.  He  dealt  with  those  injustices 
which  we  might  term  as  violent  crimes  such  as 
murder,  theft  and  robbery,  but  much  greater 
attention  was  given  to  injustices  that  arose  from 
deviations  in  voluntary  commutative  justice. 
Included  in  this  category  was  fraud,  which  included 
certain  aspects  of  the  practice  of  usury. 


13.  Ibid . ,  p.  63. 
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In  summary,  it  may  be  stated  that  it 
is  impossible  to  understand  the  economic  viewpoint 
of  the  Schoolmen  without  an  awareness  of  their 
concept  of  justice.  In  the  light  of  our  modern 
environment  the  absolute  prohibition  of  usury  may 
seem  ridiculous.  However,  taking  into  consider¬ 
ation  the  medieval  environment  in  relation  to 
the  concept  of  justice  held  by  the  Schoolmen, 
a  strong  case  can  be  made  for  the  absolute  pro¬ 
hibition  of  usury.  There  is  general  agreement 
that  Scholastic  economic  analysis  was  pursued 
as  a  part  of  the  more  inclusive  study  of  moral 
theology.  By  examining  the  specific  cases,  the 
prevailing  rules  of  justice  were  applied  to  de¬ 
termine  what  prices  could  be  justified.  Further 
elaboration  of  these  concepts  may  now  be  examined 
in  the  following  chapter  dealing  with  justice, 
as  related  to  the  just  price  and  usury. 
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CHAPTER  5 


THE  JTJST  PRICE  AND  USURY. 


Attention  must  now  be  focused  upon  a 
very  important  aspect  of  the  present  study,  the 
concept  of  the  just  price  and  the  relationship 
that  exists  between  the  just  price  and  usury. 

We  have  examined  the  underlying  basis  for  the 
just  price  as  resting  upon  the  foundation  of 
justice  as  conceived  by  St.  Thomas.  A  very 
succinct  summary  of  St.  Thomas's  teaching  in 
this  regard  is  offered  by  Baldwin. 

"The  exchange  of  buying  and 
selling  considered  according  to 
itself  is  introduced  for  the  common 
utility  of  each  person  so  that  one 
exchanges  with  another  what  he  has 
for  what  he  needs  and  vice  versa. 

Since  this  exchange  is  instituted 
for  the  common  utility,  one  party 
should  not  incur  more  damage  than 
the  other,  and  there  should  be  an 
equality  of  goods,  for  which  the 
contract  was  instituted.  The  value 
of  goods  is  determined  by  their 
human  use  and  is  measured  according 
to  a  given  price,  for  which  purpose 
money  was  invented.  If  the  price 
exceeds  the  value  of  the  goods,  or 
if  the  value  of  the  goods  exceeds 
the  price,  the  equality  of  justice 
is  violated.  Therefore,  if  one  sells 
goods  dearer  or  buys  goods  cheaper 
than  their  true  value,  this  trans¬ 
action  is  substantially  (secundum  se) 
unjust  and  illicit. 


1.  Baldwin,  o£«  cit . ,  p.  73 
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The  questions  that  one  immediately 
ponders  may  be  stated  thus,  ./ha t  is  the  true 
value  of  an  economic  good?  How  is  the  just  price 
determined?  What  is  the  nature  of  the  just  price? 

There  seems  to  be  a  fairly  general 
consensus  of  opinion  among  three  of  the  authors 
that  have  been  quoted  as  sources  in  this  paper, 
namely,  Schumpeter,  Baldwin  and  DeRoover,  that 
the  Scholastics  equated  the  just  price  with  the 
current  price  as  determined  in  the  actual  market. 
If  the  Scholastics  equated  the  just  price  with 
the  current  market  price,  it  would  follow  that 
they  recognized  that  the  just  price  could  vary 
according  to  time,  place  and  conditions. 

Baldwin  believes  that  one  may  detect 
an  evolutionary  process  within  the  doctrine  of 
the  just  price  as  conceived  by  St.  Thomas.  He 
points  out  that  in  his  earlier  writings  he  accepts 
both  the  cost  of  production  and  the  current  price 
as  determining  the  just  price.  In  his  later 
writings,  Baldwin  shows  that  he  decided  that  the 
current  price  only,  and  not  cost  of  production, 
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was  a  determining  factor  in  establishing  the 

n 

just  price. 

With  regard  to  value,  i  t  is  pointed 
out  that  St.  Thomas  accepted  the  utility  concept 
of  value  as  developed  by  Aristotle.  Value  from 
this  viewpoint  is  determined  by  human  need.  An 
economic  good  has  value  only  in  relation  to  its 
capacity  of  fulfilling  a  human  need.  Money  be¬ 
comes  a  numerical  expression  of  human  need.  Prices 
thus  represent  need  or  utility  of  a  good.  St. 
Thomas  is  quoted  as  summing  up  the  theory  of  just 
exchange  with  the  following  reference  to  the  con¬ 
cept  of  value  as  conceived  by  Aristotle  and  sup¬ 
ported  by  Augustine. 

ii  it^he  value  of  economic  goods  is  that 
which  comes  into  human  use  and  is 
measured  by  a  monetary  price,  for  q 
which  purpose  money  was  invented." 

DeRoover  believes  that  some  of  the 
later  Scholastics  made  a  great  deal  of  progress 
in  their  development  of  value  theory.  He  refers 
to  San  Bernardino  of  Siena  (1380  -  1444)  as  one 

Ibid. ,  p.  78. 

Ibid.,  p.  77. 
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who  produced  ideas  that  were  outstanding  for  his 
generation.  San  Bernardino  recognized  not  one 
but  three  sources  of  value,  namely,  utility, 
scarcity  ar.d  pleasurableness.  DeRoover  is  of 
the  opinion  that  Bernardino  developed  a  psycho¬ 
logical  theory  of  value  which  anticipated  to  some 
extent  the  concept  of  marginal  utility.  Bernardino 
said  that  the  just  price  was  made  by  "the  esti¬ 
mation  made  in  common  of  all  the  citizens  of  the 

community",  which  DeRoover  sees  as  the  competitive 

4 

price  in  a  free  market. 

To  this  point,  the  cost  of  production 
theory  of  value  has  been  mentioned  only  in  relation 
to  St.  Thomas.  It  was  not  to  be  found  in  Aristotle's 
value  theory,  but  was  a  development  of  the  Schol¬ 
astics,  which  underwent  considerable  modification 
over  a  period  of  time.  In  order  to  clarify  the 
part  that  cost  of  production  plays  in  the  develop¬ 
ment  of  the  theory  of  exchange  value,  it  is  nec¬ 
essary  to  consider  once  again  the  reciprocal 
nature  of  exchange.  The  true  price  of  goods  was 


DeRoover,  0£.  cit . ,  p.  164. 
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a  monetary  expression  of  their  capacity  to 
fulfill  a  human  need;  however,  the  difference 
in  value  between  two  economic  goods,  for  example, 
a  house  and  a  pair  of  shoes,  was  explained  by 
the  differences  in  the  respective  costs  of  pro¬ 
duction.  To  this  extent  St.  Thomas  introduced 
objective  as  well  as  subjective  elements  to  value. 
This  provided  an  innovation  to  the  utility  theory 
of  value  provided  by  Aristotle. 


Both  Schumpeter  and  DeRoover  make  a 
passing  reference  to  value  theory  as  related  to 
cost  of  production.  The  following  statement  is 
from  Schumpeter. 

•'Duns  Scotus,  at  all  events,  may  be 
credited  with  having  related  just 
price  to  cost,  that  is,  the  pro¬ 
ducers'  or  traders'  expenditure 
of  money  and  effort . ... Though  he 
presumably  thought  of  nothing 
beyond  providing  a  more  precise 
criterion  of  scholastic  'commutative 
justice'  -  which  was  rightly  rejected 
by  the  later  scholastics  -  we  must 
nevertheless  credit  him  with  having 
discovered  the  condition  of  competi¬ 
tive  equilibrium  which  came  to  be 
known  in  the  nineteenth  century  as 
the  Law  of  Cost.  This  is  not  im¬ 
puting  too  much;  for  if  v/e  identify 
the  just  price  of  a  good  with  its 
competitive  common  value,  as  Duns 
Scotus  certainly  did,  and  if  we 
further  equate  that  just  price  to 
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the  cost  of  the  good  (taking  account 
of  risk,  as  he  did  not  fail  to  observe), 
then  we  have  ipso  facto,  at  least  by 
implication,  stated  the  law  of  cost  not 
only  as  a  normative  but  also  as  an 
analytic  proposition.”5 6 7 8 

DeRoover  finds  most  noteworthy  the 
fact  that  San  Bernardino  says  that  the  "diffi¬ 
culty"  of  producing  a  good  makes  it  scarcer  and 
because  it  is  scarcer  it  is  also  more  valuable. 
This  seems  to  DeRoover  to  imply  that  the  cost 
of  production  through  its  effect  on  supply  is  a 
factor  in  determining  price.  He  believes  that 
the  later  Classical  Economists  may  have  un¬ 


knowingly  received  this  insight  from  San 
Bernardino.  He  says  the  concept  appears  in 
Ricardo's  Principles  Of  Economics5  and  in 
Thomas  De  Quincey's  Logic  Of  Political  Economy^. 
De  Quincey's  discussion  is  quoted  in  turn  by 
John  Stuart  Mill  in  his  Principles  Of  Political 
Economy^.  DeRoover  is  thus  led  through  these 


5.  Schumpeter,  ojd.  cit . ,  p.  93o 

6.  Ricardo,  David,  The  Principles  Of  Political 
Economy  And  Taxation.  Dent  &  Co.,  London, 

1911,  Chapter  2C. 

7.  De  *uincey,  Thomas,  The  Collected  .Yritings 

Of  Thomas  De  juincev.  Edited  by  David  Muss on, 

A  and  C  Black, London  1896-97,  Vol.9,  p.  133. 

8.  Mill,  John  Stuart,  Principles  Of  Political 
Economy,  Colonial  Press,  Rev/  York  1899,  Book  3, 
Chapter  2,  Sec.l. 
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observations  to  arrive  at  the  following  con¬ 
clusions  ; 


"First,  the  persistent  use  of  the  same 
terminology  points  to  a  continued 
tradition.  Second,  it  seems  that  this 
part  of  value  analysis  made  little,  if 
any,  progress  from  the  time  of  San 
Bernardino  to  John  Stuart  .ill.  On 
the  contrary,  it  might  even  be  argued 
that  the  latter's  analysis  is  inferior, 
because  i  t  is  less  explicit  on  the 
point  that  difficulty  creates  scarcity.  " 

Baldwin  recognizes  the  fact  that 
St.  Thomas  did  not  likely  link  the  two  theories 
of  value,  one  depending  on  utility  and  the  other 
depending  on  the  cost  of  production.  Nevertheless 
he  points  out  that  as  we  have  just  observed  in  the 
writings  of  Schumpeter  and  DeRoover,  the  two  theor¬ 
ies  are  not  necessarily  contradictory  but  may  be 
reconciled  with  each  other.  St.  Thomas  may  have 
been  close  to  recognizing  this  fact.  Baldwin's 
interpretation  of  St.  Thomas  is  very  convincing 
on  this  point. 

"Value  emphatically  depends  on 
utility  according  to  Thomas,  but  ex¬ 
change  will  not  take  place  without 
adequate  remuneration  of  labor  and 
expenses.  In  other  words,  goods 
will  not  be  produced  below  cost. 


o 


DeRoover,  or.  cit. ,  p.  165. 
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Under  competitive  conditions,  the  currer.  t 
price  tends  to  fluctuate  around  cost.  If 
the  current  price  falls  below  cost,  some 
producers  will  drop  out:  if  it  rises  above, 
others  will  be  induced  ro  supply  the  market. 
Cost  is  the  competitive  price  ir.  the  long 
run. 1,10 

With  this  understanding  of  the  Scholastic 
concept  of  the  just  price,  the  inquiry  must  now 
lead  to  an  examination  o f  the  relation  that  exists 
between  the  just  price  and  usury.  It  would  seem 
that  a  worthwhile  clue  may  be  found  in  Baldwin's 
examination  of  the  exceptions  to  the  just  price. 

As  stated  earlier,  St.  Thomas  conceived  the  just 
price  essentially  as  the  current  price.  We  may 
be  in  order  at  this  time  in  asking  what  conditions 
constituted  an  unjust  price? 


St.  Thomas  took  into  consideration  such 
things  as  fraud,  but  he  also  took  into  consider¬ 
ation  the  circumstances  of  the  people  who  were 
parties  to  the  exchange.  This  may  seem  surprising 
and  yet  it  may  explain  in  no  small  measure  his 
attitude  to  usury.  In  Baldwin's  words: 

"The  just  price  must  consider  not  only 
the  normal  fair  value  of  the  goods  but 
also  the  special  personal  conditions 


10.  Baldwin,  ojd.  ci t.  ,  p.  79. 
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of  individual  buyers  ard  sellers.  \ 
disadvantage  of  a  single  seller  which 
raises  the  nrice  of  goods  above  the 
current  level  is  justified,  but  that 
of  a  buyer  is  rot.  Presumably,  if  a 
disadvantage  of  a  seller  lowered  the 
bargain  price  below  the  current  price 
this  transaction  also  would  be  unfair. 
Accordingly,  an  unjust  price  is  one 
which  rrofits  from  certain  disadvant¬ 
ages  .  "H 


The  disadvantage  of  a  seller  may  be 
illustrated  with  reference  to  a  man  who  is  suf¬ 
ficiently  poverty-stricken  that  he  must  sell 

his  coat  to  obtain  food.  In  this  situation  it 
world  be  unjust  for  the  purchaser  to  exploit  the 
disadvantage  of  the  seller. 


Usury  has  been  referred  to  as  a  snecial 
case  of  the  just  price.  As  such,  it  is  important 
to  determine  the  relationship  that  exists  between 
the  two  concepts.  The  relationship  seems  to  rest 
upon  the  idea  of  justice  as  understood  by  the 
Schoolmen . 


Justice  was  the  criterion  by  which  both 
usury  and  sale  or  exchange  were  measured.  No 


11.  Ibid.,  p.  79. 
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person  was  to  take  unfair  advantage  of  another 
person.  Usury  was  condemned  because  it  was  an 
act  whereby  a  man  was  exploited  due  to  his 
condition  of  poverty.  Usury,  thus  understood, 
was  not  what  we  today  would  define  as  oure 
interest.  Pure  interest  would  represent  only 
a  part  of  the  amount  designated  as  usury. 

St.  Thomas  believed  that  in  order  for 
justice  to  prevail,  labor  should  be  remunerated 
for  its  part  in  production.  On  this  basis  it 
seemed  unjust  that  the  usurer  should  receive  a 
return  without  expending  labor.  On  this  basis 
usury  could  be  defined  as  the  gaining  of  profit 
without  working.  It  does  not  seem  logical  to 
conclude  that,  because  labor  should  be  paid, 
other  factors  should  be  excluded,  however,  this 
definition  was  not  without  acceptance  in  the 
medieval  period. 

Although  DeRoover  is  extremely  critical 
of  the  Scholastics  with  regard  to  their  teachings 


12. 


Ibid . ,  p.  €6. 
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on  usury,  he  offers  a  keen  insight  into  their 
method  and  scope.  He  views  justice  as  the 
foundation  stone  of  scholastic  authority.  In 
the  practical  application  of  justice  they  were 
led  to  consider  several  economic  phenomena. 

"In  dealing  with  the  questions  of 
justice,  the  Doctors  unavoidably  hit 
upon  economic  matters  and  were  forced 
to  consider  them.  At  first  their 
investigation  was  limited  to  the  just 
price  and  usury,  but  it  soon  branched 
out  to  include  a  host  of  other  questions 
including  debts,  monopoly,  foreign 
exchange,  partnerships,  and  all  the 
contracts  that  might  involve  any  taint 

of  usury. "^2 

There  is  no  doubt  that  the  Schoolmen 
devoted  considerable  attention  to  the  theory  of 
the  just  price  and  the  theory  of  usury.  This 
does  not  imply  that  these  two  areas  of  study 
excluded  consideration  of  other  economic  phenomena 
which,  were  also  rooted  in  justice.  Alexander  Gray 
tends  to  clarify  what  is  considered  as  the  basis, 
the  foundation  stone  of  all  economic  relationships 
as  viewed  in  the  eyes  of  the  Schoolmen. 


13.  DeRoover,  on.  cit. ,  p.  163. 
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"It  is  rot  infrequently  said  that  the 
two  Cardinal  economic  doctrines  of 
the  Middle  Ages  are  found  in  the  notion 
of  the  "just  price"  and  in  the  prohi¬ 
bition  of  usury.  Certainly  around  these 
two  points  most  controversy  raged.  But 
this  is  to  view  matters  too  superficially. 
These  two  principles  are  neither  indepen¬ 
dent  nor  are  they  fundamental.  They  are 
but  two  aspects  of  a.  deeper  and  more  com¬ 
prehensive  conception.  If  one  word  were 
sought  to  cover  all  phases  of  medieval 
economic  teaching,  it  would  be  found  in 
the  idea  of  "justice",  which  has  unfor¬ 
tunately  become  associated  with  the  idea 
of  "price".  We  are  brothers  and  should 
behave  as  brothers,  respecting  each  other's 
rights  and  position  in  life.  Each  should 
receive  that  to  which  he  is  entitled. 

Justice  as  the  medievalist  understood  it, 
should  be  done.  No  one,  under  any  circum¬ 
stances  should  take  advantage  of  his 
neighbor.  This  is  the  sum  and  substance 
of  medieval  economic  teaching. 

In  conclusion,  these  observations  may 
be  made.  Exchange  was  conceived  in  terms  of 
mutual  advantage.  In  order  for  advantage  to 
be  mutual,  exchange  had  to  conform  with  accepted 
principles  of  justice.  The  market  price  was  in 
most  cases  accepted  as  just  and  in  fact  was 
adopted  as  the  just 'price.  Although  usury  may 
be  conceived  as  a  special  case  of  the  just  price 
it  might  also  be  conceived  as  a  special  exception 


14.  Gray,  ojd.  cit.,  p.  46. 


' 


, .. 

<  • 

c 

.  sJ 

■ 

. 

_ 

\ 

■ 

■  r  1  ’ 

.  ' 

1 

!.• 

'•  .i,  . 

V 

- 

. 

0 

*  Cl 

, 

'  , 

n 

i  .  > 

• 

. 

i 

. 

% 

’  •  •••*;:  I  .  • 

-63- 


to  the  just  price.  The  Schoolmei  did  not 
accept  the  viewpoint,  that  usury  was  a  legiti 
mate  charge  on  the  grounds  that  in  actual 
practice  it  was  being  paid.  Ever tually  this 
viewpoint  was  adopted  and  usury  was  no  longer 
condemned  as  sinful,  however,  this  statement 
anticipates  to  some  extent  the  work  of  follow 
ing  chapters. 

The  development  of  the  marginal  utility 
theory  of  value  may  be  traced  to  the  later 
Scholastics  and  as  such  represents  a  mileston 
that  they  reached  in  the  development  of  what 
we  think  of  as  current  economic  theory. 
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CHAPTER  6. 


ACKNO  .PLEDGED  EXCEPTIONS 
TO  SCHOLASTIC  USURY  THEORY 
AND  THEIR  IMPORTANCE. 

The  word  'theory1  may  be  defined  as  an 
explanatory  hypothesis.  Such  hypotheses  involve 
observation  and  speculation.  However,  it  is 
important  to  realize  that  all  valid  theories  are 
developed  to  the  best  of  the  theorist's  ability 
in  harmony  with  reality.  Through  such  a  process 
a  theory  may  be  used  as  a  tool  in  the  examination 
and  exploration  of  other  related  phenomena.  Re¬ 
search  and  analysis  may  expose  certain  qualifications 
and  exceptions  that  must  be  applied  to  a  given 
theory.  If  enough  exceptions  are  made  there 
comes  a  point  at  which  the  theory  itself  has  no 
vaL idity.  In  some  cases  the  exceptions  lead  to 
the  development  of  a  new  theory  which  takes  into 
considera- ion  the  many  exceptions  that  were  made 
to  the  original  theory.  This  process  can  be 
demonstrated  with  regard  to  the  theory  of  usury. 

The  exceptions  that  were  gradually  introduced  to 
the  original  theory  eventually  led  to  the  accep¬ 
tance  of  a  new  theory  which  marked  a  radical 
departure  from  the  original. 
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As  we  have  noted  in  various  places, 
the  original  theory,  inherited  and  accepted  by 
the  Schoolmen  from  v  rious  sources  including  the 
Bible,  Aristotle  and  the  S=rly  Church  Fathers, 
st  ted  explicitly  that  usury  was  not  a  legitimate 
charge  and  therefore  had  no  legitimate  claim  upon 
me.'.  On  the  other  hand,  v/e  are  also  aware  that 
usury  was  accepted  as  a  normal  part  of  economic 
practice  by  many  people  at  the  conclusion  of  the 
Middle  Ages,  and  by  the  eighteenth  century  was 
proclaimed  as  a  valid  charge  by  the  Church. 

There  is  no  doubt  that  the  Schoolmen 
considerable  relaxation  in  usury  theory. 
Attention  may  now  be  given  to  the  exceptions  that 
v.ere  acknowledged.  Seemingly  important  in  this 
area  oi  study  was  their  attitude  toward  the  mer- 

char-t.  To  °9  able  to  justify  the  role  of  the 
merchant  would  in  itself  be  significant. 

H.  Tawney  quotes  a  medieval  cynic 
who  was  expounding  on  the  canon  law  with  regard 
to  usury  and  remarked,  "he  who  takes  it  goes  to 
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hell,  and  he  who  does  not  goes  to  the  workhouse."1 2 

Max  Weber,  in  The  Protestant  Ethic  And 

The  Spirit  Of  Capitalism,  places  considerable 

emphasis  upon  the  phenomenon  which  he  terms  'the 

2 

spirit  of  capitalism1.  He  contrasts  this  with 
what  he  terms  'traditionalism'.  These  two 
phenomena  are  distinguished  as  the  desire  only 
to  satisfy  one's  needs  in  contrast  to  the  desire 
to  acquire  wealth  beyond  one's  actual  need.  It 
seems  obvious  that  it  may  be  difficult  to  fix  a 
line  between  them.  The  contrast  is  illustrated 
by  observing  the  medieval  and  the  modern  environ¬ 
ment.  The  medieval  man  was  conditioned  to  seek 
satisfaction  of  his  immediate  economic  needs.  He 
did  not  appear  to  be  plagued  by  a  restlessness 
to  become  rich.  Modern  man,  living  in  a  capital¬ 
istic  country,  looks  upon  profit  seeking  as  a 
rational  form  of  behavior.  In  modern  society, 
the  businessman  is  accorded  prestige  and  respect. 
In  medieval  society  the  merchant  appeared  to  act 
contrary  to  the  traditional  norms  of  behavior. 

1.  Tewney,  od.  cit . ,  p.  24. 

2.  Weber,  Max,  The  Protesta:- 1  Tthic  And  The 
Spirit  Of  Capitalism,  London,  1S30,  d.47. 
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By  the  end  of  the  medieval  period  the  merchant 
had  gained  some  support  and  understanding  for 
his  acquisitiveness.  This  change  of  attitude 
may  have  marked  an  important  milestone  in  the 
evolution  of  capitalism. 

It  became  evident  that  the  merchant 
filled  certain  needs  in  the  emerging  commercial 
economy  of  the  twelfth  and  thirteenth  centuries. 
Transportation  and  distribution  were  two  of  the 
most  obvious  services  performed  by  the  merchant. 

Thus  it  was,  that  the  merchant  was  defended  by 
some  as  indispensable  as  early  as  the  thirteenth 
century.  Albert  The  Great,  Bona ventura  ar.d  Thomas 
Aquinas,  all  endeavored  to  establish  the  moral 
position  of  the  merchant  v/hich  had  been  in  jeopardy 
from  earlier  attacks.  The  merchant  was  now  defended 
as  being  of  essential  utility  to  society.  Aristotle 
v/as  of  assistance  in  the  defence  for  he  had  visual¬ 
ized  a  society  in  which  there  would  be  division  of 
labor  and  mutual  exchange.  As  Baldwin  summarized 
this  phase: 

"By  means  of  the  Aristotelean 
analysis  the  theologians  of  the 
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thirteenth  century  implanted  the 
function  of  the  merchant  into  the 
very  foundation  of  society  and 
nature . "3 

It  should  be  noted  that  Aristotle 
outlined  the  function  of  the  merchant  as  a 
necessary  evil.  His  place  in  society  repre¬ 
sented  a  concession  on  Aristotle's  part. 
Nevertheless,  the  concession  was  made,  and  as 
such,  it  provided  the  necessary  justification 
for  the  role  of  the  merchant. 

Having  justified  the  vocation  of  the 
merchant,  the  question  which  immediately  comes 
to  mind  is  this:  what  of  his  profits?  The 
merchant  will  not  pursue  his  work  without  a 
motive,  but  could  the  Schoolmen  justify  the 
profit  motive?  This  they  did  without  undue 
difficulty.  Labor  was  a  legitimate  activity. 
The  merchant  performed  certain  functions  which 
might  be  designated  as  acts  of  labor.  Trans¬ 
portation,  care  and  risk  were  thus  related  to 
labor  and  expense  as  a  means  of  providing  moral 
justification  for  the  merchant's  profit.  As 

3^  Baldwin,  op.  cit. ,  p.  65. 
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was  noted  earlier,  usury  was  not  considered  as 
embodying  either  labor  or  risk. 

Cognizance  should  also  be  taken  of  the 
concern  for  the  purpose  to  which  the  merchant 
would  apply  his  profit.  Both  self-support  and 
charity  were  considered  as  valid  motives. 

Avarice  was  labelled  as  the  most  unworthy  of  all 
profit  motives  and  was  therefore  vigorously  con¬ 
demned. 


Having  thus  viewed  some  of  the  develop¬ 
ments  concerned  with  the  justification  of  the 
merchant  and  his  profit,  attention  will  now  be 
directed  to  some  of  the  developments  and  refine¬ 
ments  that  took  place  in  relation  to  usury  itself. 

To  summarize  ideas  that  have  previously 
been  discussed,  it  may  again  be  stated  that  loans 
were  first  conceived  as  consumption  loans  only. 

The  concern  of  the  Schoolmen  was  focused  upon 
the  borrower  rather  than  the  lender.  It  seemed 
essential  that  the  borrower  be  dealt  with  in  a 
manner  acceptable  to  the  standards  of  justice 
that  had  been  established.  On  the  other  hand, 
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in  accord  with  the  accepted  standards  of  justice 
the  lender  should  not  suffer  any  loss.  Certain 
modifications  which  seemed  to  maintain  the  prin¬ 
ciple  of  justice  were  adopted.  These  may  be 
listed  as  follows  based  upon  the  division  made 
by  Alexander  Gray.4 

1.  If  the  lender  was  deprived  of  the 
opportunity  to  make  a  gain  in  an 
alternate  use  of  his  funds,  he  was 
deemed  entitled  to  compensation. 

2.  If  the  lender  suffered  any  actual 
loss  through  the  loan,  the  borrower 
was  liable  to  cover  the  loss. 

3.  If  the  loan  was  not  paid  on  the  due 
date,  a  penalty  was  added  to  com¬ 
pensate  the  lender  for  alleged 
inconvenience . 

4.  A  paymeht  to  cover  the  risk  involved, 
due  to  the  possibility  a  loan  may  not 
be  repaid,  also  found  acceptance. 

The  first  modification  listed  is  per¬ 
haps  the  most  important  of  all.  In  a  self- 
sufficient  feudal  economy  there  would  be  little 
opportunity  for  alternate  use  of  funds,  but  in 
the  developing  commercial  economy  numerous 
alternatives  would  be  available.  In  practice 
this  was  precisely  what  took  place.  It  is 


4. 


Gray,  jop.  cit.  ,  p.  58. 
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inaortant  to  stress  that  the  alternate  use  would 
have  to  be  recognized  as  a  legitimate  alternate 
use.  If  this  was  not  unders tool ,  it  would  be 
possible  to  argue  that  ore  nan  could  be  charged 
interest  for  no  other  reason  than,  that  another 
nan  was  willing  to  pay  it. 

The  exceptions,  as  listed  here,  will 
be  elaborated  in  greater  detail  in  the  newt 
chapter  which  deals  with  the  actual  practice  of 
the  medieval  period.  It  nap  be  recognized  that 
the  exceptions  which  were  made,  provided  author¬ 
itative  sanction  for  the  practice  of  lending  on 
a  far  6reater  scale  than  either  St.  Zhoras  or 
other  Schoolmen  of  the  thirteenth  century  had 
ever  anticipated. 

On  the  other  hand,  Gray  erphssizes  an 

irportant  observation  when  he  says: 

"The  emphasis  on  the  perrissibility  of 
payment  in  respect  of  those  elenents 
which  in  modern  language  constitute  the 
difference  between  =r ^ss  interest  and 
economic  interest,  merely  underlines  the 
fact  that  economic  interest,  the  rayrert 
for  the  use  of  money  cure  and  sintle, 
continued  to  be  regarded  as  illegitimate."6 

u  •  X  d  •  j  Z.  •  Ct:  . 
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Liedieval  doctrine  allowed  ir.vestmert 
that  was  made  in  the  form  of  a  partnership.  In 
this  v/ay  an  individual  could  procure  capital 
from  another  individual  without  the  latter  be¬ 
coming  active  in  the  business.  One  stipulation 
made  in  this  type  of  partnership  required  the 
second  party  to  the  partnership,  or  in  other 
words,  the  partner  supplying  the  funds,  to  share 
in  the  loss  or  the  gain  whichever  the  case  might 
be.  He  was  to  have  no  guarantee  that  he  would 
receive  all  of  his  money  bach  or  the  partnership 
agreement  might  involve  usury. 

In  the  sixteenth  century  an  arrangement 
known  as  the  triple  contract  was  approved  as  a 
licit  contract  by  at  least  some  of  the  Schoolmen. 
The  terms  and  conditions  are  outlined  accurately 
yet  briefly  by  DeRoover. 

"The  triple  contract  as  the  name 
indicates,  involves  a  combination  of 
three  contracts  in  one:  (1)  a  partner¬ 
ship  contract  between  the  lender  and 
the  borrower  sharing  in  profit  and  loss 
of  the  borrower’s  business,  (2)  an 
insurance  contract  by  which  the 
borrower  guarantees  restitution  of 
the  capital,  and  (3)  another  insurance 
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contract  by  which  the  borrower  guaran¬ 
tees  the  lender  against  any  loss,  if 
the  latter  foregoes  his  share  in 
eventual  profits,  in  exchange  for  a 
fixed  but  reduced  return  on  his  in¬ 
vestment. 

Although  there  may  be  grounds  to 
criticize  the  Schoolmer  for  their  retreat  from 
their  original  position,  it  could  also  be  sa:'d 
that  there  was  a  sincere  desire  to  introduce  a 
degree  of  flexibility  into  their  teaching.  It 
may  be  truer  to  say  that  an  effort  was  made  to 
accommodate  theory  to  actual  practice. 


Without  passing  judgment  at  this  time 

one  observation  from  DeRoover  and  one  from 

Schumpeter  are  offered  for  consideration. 

DeRoover' s  comment  in  this  regard  was  quoted  in 

the  first  chapter  and  is  here  repeated  in  part. 

"It  is  not  that  the  Church  ever 
seriously  hampered  business  invest¬ 
ments,  but  practical  necessity  placed 
before  the  moralists  the  well-nigh 
impossible  task  of  legitimizing  means 
for  taking  interest  while  safeguarding 
the  principle  that  loans  were  gratuitous 
contracts.  This  difficulty  was  solved 
in  two  ways: 

(1)  by  the  doctrine  of  extrinsic  titles, 

(2)  by  the  rather  artificial  definition 
between  licit  and  illicit  contracts... 

In  the  end,  the  lawfulness  of  interest 


6.  DeRoover,  on.  ci t. ,  p.  173. 
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became  a  question  of  formality,  that  is 
of  drafting  of  contracts  in  the  proper 
form.  Is  it  then  surprising  that 
casuistry  acquired  such  a  bad  connotation 
and  is  today  synonymous  with  sophistry 
and  mental  reservation?" 

Schumpeter  seems  to  anticipate  a 
statement  such  as  that  made  by  DeRoover  and  offers 
explanation  of  how  such  a  conclusion  as  DeRoover' s 
is  reached. 


"It  is  not  surprising,  however,  that 
to  unsympathetic  critics  of  scholastic 
work,  scholastic  research  into  interest 
appeared  in  the  light  not  only  of  'casu¬ 
istry',  in  a  derogatory  sense  of  the  term, 
but  even  of  a  series  of  attempts  to  cover 
the  retreat  of  the  Catholic  Church  from 
an  untenable  position  by  logical  tricks 
or  subterfuges,  and  to  justify  ex  post  each 
fait  accompli .  The  reader  may  judge  for 
himself,  but  it  is  well  to  point  out  a  fact 
that  will  seem  to  support  that  opinion. 

On  the  one  hand,  moral  precept,  however 
immutable,  will  yield  different  results  if 
applied  to  different  circumstances  and 
capitalist  evolution  did  create  circumstances 
in  v/hich  the  cases  that  came  under  the  pro¬ 
hibition  of  usury  rapidly  decreased  in 
importance.  On  the  other  hand,  such  an 
evolution  will  be  inevitably  paralleled 
by  subterfuges  of  interested  parties,  who 
will  try  to  avail  themselves  of  all  the 
possibilities  offered  by  a  system  of  rules 
and  exceptions  that  grew  increasingly 
complex; . . . "° 

The  usury  question  was  both  a  moral  and 
a  legal  problem.  The  evidence  at  hand  leads  to 


7.  Ibid.,  p.  173. 

8.  Schumpeter,  ojd.  cit . .  p.  103 
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the  conclusion  that  usury  was  not  an  absolute  concept 
transcending  time  and  place,  but  on  the  contrary, 
usury  may  be  seen  in  perspective  as  a  relative  con¬ 
cept  which  was  defined  according  to  the  moral  and 
ethical  norms  of  specific  historical  periods.  It 
may  also  be  observed  that,  in  the  past  as  in  the 
present,  the  views  of  practical  businessmen  are 
not  always  in  essential  agreement  with  those  of 
the  scholars  or  intellectuals.  The  tensions  that 
have  been  created  by  such  divergent  views  have 
sometimes  produced  an  eventual  harmony  of  view¬ 
point  on  specific  issues.  The  exceptions  which 
the  Schoolmen  introduced  to  their  original  usury 
theory  may  be  seen  as  steps  which  led  in  the 
direction  of  such  a  harmony  although  the  ideal 
was  not  entirely  achieved. 

Usury  as  originally  defined  included 
any  ai  d  all  increments  accruing  over  and  above 
the  principal  of  a  loan.  Although  not  explicitly 
stated,  each  exception  represented  a  re-definition 
of  the  word  usury.  Eventually  usury  was  narrowed 
down  to  mean  only  that  part  of  interest  which  was 
deemed  excessive  under  the  prevailing  circumstances. 
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It  would  appear  that  the  Schoolmen  were  willing  to 
make  the  exceptions  that  have  beai  cited  for  valid 
and  commendable  reasons.  As  DeRoover  emphasizes, 
their  chief  concern  was  not  with  usury  but  with 
justice.9  It  was  therefore  of  prime  importance 
that  justice  prevail  in  the  practice  of  distri¬ 
bution  and  exchange.  It  may  be  correctly  stated 
that  each  exception  to  the  original  theory  was 
introduced  according  to  the  prevailing  historical 
understanding  of  justice  as  applied  to  equity 
in  distribution  and  exchange. 

Having  examined  the  evolutionary  process 
as  it  manifests  itself  in  the  changing  concepts 
of  usury  theory,  the  same  process  may  now  be 
examined  in  the  realm  of  actual  busiress  practice. 


S.  DeRoover,  0£.  cit. ,  p.  166. 
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CHAPTER  7. 


THE  SLERGEPCE  OF  CQi..  ISRCIAL  QRGAi:  IS  AT  I  Oh . 

The  nature  of  economic  life  during 
the  early  Middle  Ages  was  examined  in  the  second 
chapter.  This  examination  revealed  that  practi¬ 
cally  all  production  (80  -  90  per  cent),  was 
agricultural  production  and  that  this  production 
was  carried  out  on  a  relatively  self-sufficient 
basis . 


Towards  the  end  of  the  eleventh  century 
various  developments  were  taking  place  that  may 
be  viewed  in  retrospect  as  very  significant. 

These  developments  are  very  important  with  regard 
to  our  study,  as  they  would  seem  to  mark  the 
beginning  of  the  western  capitalistic  economic 
system,  as  it  exists  today.  The  developments 
referred  to,  include,  (a)  growth  in  population, 

(2)  rise  of  towns,  (3)  emergence  of  industrial 
population,  (4)  more  extensive  trade. 

It  would  not  be  true  to  say  that  events 
were  changing  in  the  realm  of  commerce  only.  It 
would  be  truer  to  say  that  an  evolution  was 
taking  place  in  agriculture,  industry  and  commerce 
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In  agriculture  the  feudal  manor  was 
to  give  way  to  a  much  less  rigid  form  of  organ¬ 
ization.  The  agricultural  worker  found  greater 
freedom  and  opportunity  for  the  exercise  of  his 
initiative  on  new  land  that  was  being  opened  up 
for  settlement.  Heaton  gives  a  rather  colorful 
description  of  the  motives  that  lured  men  to 
the  medieval  frontier  areas. 

"The  motives  that  took  men  to  the 
medieval  frontier  were  as  mixed  as  the 
men.  On  the  one  hand,  kings  and  princes 
wanted  more  territory,  lords  sought 
estates,  bishops  saw  new  realms  to 
convert,  monks  wished  for  land  and 
solitude,  merchants  searched  for  goods 
and  customers.  On  the  other  hand,  the 
potential  cultivators  included  dis¬ 
possessed  peasants,  runaway  serfs, 
debtors ,  younger  sons  to  whom  the  family 
holding  offered  no  future,  refugees  from 
justice,  invasions,  or  civil  war,  ad¬ 
venturers  and  restless  fellows.  Some 
came  from  the  Low  Countries,  crowded  out 
by  the  rapid  growth  of  population  or 
washed  out  by  the  inroads  of  the  North 
Sea.  A  few  were  transferred  willy-nilly 
by  their  lord  to  help  settle  his  new 
fief.  More  were  attracted  by  offers  of 
cheap  land  and  by  pictures  of  a  land  of 
Canaan  flowing  with  mead  and  honey."1 

The  developments  that  have  been  men¬ 
tioned  we re  responsible  in  part  for  the  emergence 
of  capitalistic  agricultural  production.  A  sur- 


1.  Heaton,  ojd.  cit . ,  p.  121. 


- 


1  ■'  I  / ' 

,  '■ 

'  .  7  •  ■  •  '  ■  p  : 

..  . 

, 


- 

1 

i: 

il 

■ 

. 

* 

.  1 

'  n 

. 

. 

- 

■ 

• 

• 

• 

. 

. 

- 

• 

-84- 


plus  of  food  was  produced  to  be  sold  on  the 
market.  Specialization  of  production  developed. 

One  area  would  prove  especially  suited  for  the 
production  of  livestock,  another  for  the  produc¬ 
tion  of  fruit  and  another  for  cereal  crops. 

The  produce  from  such  specialized  production  was 

2 

usually  sold  in  distant  markets. 

Agriculture,  thus  conceived,  was  no 
longer  exclusively  a  hand  to  mouth  operation. 

On  the  contrary,  profits  could  be  realized  through 
the  surplus  production  and  these  profits  could  be 
re-invested  to  realize  additional  profits. 

Clough  lists  four  reasons  for  the  up¬ 
surge  in  industrial  production  that  took  place 

q 

during  the  twelfth  and  thirteenth  centuries. 
Transportation  costs  made  it  desirable  for  finished 
goods  rather  than  raw  materials  to  be  carried. 
Secondly,  the  increase  in  population  and  subse¬ 
quent  growth  of  towns  provided  a  market  for  the 
products  of  industry.  By  the  middle  of  the 
fifteenth  century  there  were  several  cities  ranging 

2.  Clough,  on.  cit . ,  p.  65. 

3.  Ibid. ,  p.  87. 
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in  population  from  approxi  lately  25,000  people  to 
100,000  people.  Included  in  the  100,000  class 
were  Venice,  Genoa,  Milan  and  Florence.  Food, 
clothing  and  housing  were  but  the  basic  necessities 
that  had  to  be  provided.  The  industrial  capacity 
of  the  economy  was  destined  to  increase  with  the 
ire  reasing  demands  that  were  to  be  placed  upon 
it  from  population  increase  and  urbanization. 

The  third  factor  to  be  considered  was 
warfare.  Wars  with  the  Moslems  over  the  Medi¬ 
terranean,  and  the  Crusades,  were  but  two  of 
the  struggles  that  required  military  equipment. 

The  fourth  impetus  toward  industrial¬ 
ization  came  from  the  demand  for  the  tools  of 
agriculture  and  commerce.  One  or  two  inventions 
of  a  technical  nature  have  been  mentioned.  There 
were  several  such  inventions  including  horseshoes, 
an  improved  walking  plow,  the  wheelbarrow  and 
new  uses  for  the  water  wheel  and  windmill.  In 
addition,  progress  was  made  in  the  textile 
industry  and  perhaps  most  important  of  all,  the 
forerunner  of  the  present  day  printing  press  came 
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into  being.  Coupled  with  the  invention  of  the 
printing  press  was  an  equally  important  discovery, 
namely,  the  technique  of  papermaking.  Important 
changes  we re  made  in  the  area  of  construction, 
architecture,  mining,  lighting,  distillation, 
dyeing  and  glassmaking,  to  name  some  of  the  im¬ 
portant  industries. 

There  is  no  doubt  that  many  of  the 
large  specialized  industries  of  the  twentieth 
century  had  their  birth  in  the  latter  medieval 
period.  The  account  of  the  industrial  rumblings 
of  this  period  underline  the  debt  that  many 
capitalistic  enterprises  owe  to  the  genius  and 
imagination  of  early  industrialists.  One  might 
also  speculate  that  genius  and  imagination  were 
stimulated  and  motivated  by  avarice!  However, 
there  is  no  need  at  this  time  to  elaborate  on 
this  point. 

With  these  references  to  the  changing 
patterns  of  agriculture  and  industry  which  was 
evident  during  the  latter  Middle  Ages,  it  now 
remains  to  proceed  with  a  closer  look  at  com¬ 
mercial  development. 
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Agricultural  and  industrial  progress 
has  been  dealt  with  first  for  it  would  seem 
that  agriculture  and  industry  provided  the 
necessary  stimulus  for  innovations  in  the  com¬ 
mercial  field.  The  opposite  viewpoint  could 
be  supported  with  reasonable  arguments,  that  is, 
that  progress  in  commercial  activity  stimulated 
agricultural  and  industrial  development.  With¬ 
out  endeavoring  to  effect  a  reconciliation  of 
these  viewpoints  it  will  be  sufficient  at  this 
time  to  observe  that  a  relationship  and  inter¬ 
dependence  seemed  to  exist  between  agricultural, 
industrial  and  commercial  progress. 


The  size  and  pattern  of  medieval 
commercial  organization  varied  a  great  deal,  as 
emphasized  by  Heaton. 

"Medieval  commercial  enterprises 
displayed  a  7/ide  variety  of  sizes  and 
patterns.  At  one  extreme,  the  seller 
might  be  a  little  shopkeeper  or  a 
craftsman  who  sold  his  own  products. 

At  the  other,  he  was  a  member  of  a 
firm  engaged  in  large-scale  long 
distance  commerce  and  banking,  includ¬ 
ing  high  financial  dealings  with  popes 
or  kings.  In  between  we  find  e very 
conceivable  kind  and  scale  of  business."4 


4.  Heaton,  op .  cit.,  p.  163. 
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The  extension  of  trade  and  commerce 
required  an  acceptable  and  reliable  coinage  sys¬ 
tem.  Charlemagne  had  endeavored  to  establish 
such  a  system  in  the  ninth  century.  His  coinage 
system  was  based  on  silver  rather  than  gold. 

The  silver  was  obtained  by  melting  down,  older 
silver  coins  and  other  articles  of  silver.  Clough 
explains  the  divisions  as  follows: 

"Its  basic  measure  was  the  pound 
(livre,  libra)  weighing  491  grams, 
which  was  divided  into  20  shillings 
(sous,  solidi),  each  of  which  was  in 
turn,  divided  into  12  pence  (deniers, 
(denarii) .  The  significant  thing 
about  these  measures  was,  however, 
that  only  pence  and  half  pence  coins 
were  ever  issued,  pounds  and  shillings, 
being  used  only  for  bookkeeping  pur¬ 
poses.  This  system  adopted  in  all  the 
territories  under  Charlemagne's  rule, 
was  for  the  times,  satisfactory,  since 
it  provided  the  small  change  needed  for 
purchases. 

Following  the  dissolution  of  the  Caro- 
lingian.  empire  the  feudal  lords  began  to  strike 
their  own  coins.  In  addition,  the  kings  often 
granted  the  privilege  of  striking  coins  to  the 
churches.  As  a  result,  there  was  no  standard 
medium  of  exchange.  Those  who  had  the  right  to 
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issue  money  made  matters  worse  by  constantly 
devaluating  it.  The  coins  would  be  called  in 
and  coins  of  less  value  issued  in  their  place. 

Such  an  operation  was  profitable  to  the  issuer 
but  very  detrimental  to  the  stability  of  the 
money  system. 

Other  malpractices  included  mixing  of 
copper  with  silver,  clipping  the  edges  of  silver 
coins,  "sweating*'  (which  was  done  by  shaking  the 
coins  in  a  bag  to  recover  some  of  the  silver  dust) , 
and  counterfeiting.  The  latter  practice  was  not 
too  difficult  due  to  the  crude  nature  of  the  coins. 

It  is  obvious  that  such  a  coinage  system, 
6 r  lack  of  system),  would  have  been  intolerable 
had  there  been  an  appreciable  volume  of  trade. 

Thus  when  trade  began  to  increase  a  new  coinage 
system  was  in  order. 

Monetary  reform  began  in  Venice  which 
was  the  leading  commercial  city  of  the  west.  In 
1192  a  new  coin  called  the  'grossus*  or  'groat* 
was  struck.  It  was  valued  at  2  grams  of  silver. 
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In  1231  a  gold  coin  called  the  ’augustales'  was 
struck  by  the  Holy  Romar  Emperor,  Frederick  II. 
This  coin  was  not  used  outside  Sicily.  Similar 
gold  coins  of  equal  value  but  of  a  different 
name  were  struck  in  Genoa,  Florence  and  other 
cities  including  those  of  Northern  Europe. 

The  gold  coins  equal  in  value  to  20 
silver  groats  were  actually  pounds  and  thus  gave 
reality  to  the  system  that  had  been  introduced 
in  Charlemagne’s  reign. 

The  kings  saw,  in  the  issue  of  coinage, 
an  opportunity  to  displace  the  unstable  coinage 
of  the  feudal  lords.  This  greatly  strengthened 
the  kings’  authority  over  the  lords.  It  soon 
became  evident  that  the . authority  and  stability 
of  the  centralized  state  was  necessary  to  pro¬ 
vide  a  sound  and  reliable  monetary  system. 

Of  equal,  if  not  greater,  importance 
in  the  commercial  development  of  the  latter 
k;iddle  Ages  was  the  advent  of  credit  instruments. 
The  credit  instrument  provided  the  two-fold 
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function  of  transferring  credits  without  the 
exchange  of  coinage  and  the  means  of  expression 
of  mutual  trust  between  businessmen.  Among  the 
credit  instruments  which  came  into  general  use 
among  merchants  were  the  bill  of  exchange,  the 
draft,  the  acceptance  and  the  fair  letter. 

The  'bill  of  exchange’  may  be  identified 
as  the  basic  credit  instrument.  It  represented 
an  acknowledgment  by  a  buyer,  of  goods  received 
from  the  seller,  together  with  a  promise  to  pay 
at  a  later  date.  The  time  interval  was  usually 
sufficient  to  give  the  merchant  time  to  sell  the 
goods  before  being  required  to  pay  for  them. 

The  'draft'  was  similar  to  the  bill 
of  exchange  except  it  included  an  order  to  a 
third  person,  who  owed  the  merchant,  to  pay  the 
seller  at  a  given  time  and  place.  The  two 
examples  given  by  Clough  read  as  follows: 

The  bill  of  exchange: 

"I,  Hans  Olbrechts,  have  accented  goods 
from  you,  Giovanni  Cipolla,  at  Troyes, 
September  1,  1353,  to  the  value  of  1,000 
gros  tournois  and  I  promise  to  pay  you 
in  Venice  1,100  ducats  by  June  1,  1354. 


(Signed)  Hans  Olbrechts" 
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The  draft: 

"I,  Hans  Olbrechts,  have  accepted  goods 
from  you  at  Troyes,  September  1,  1253, 
to  the  value  of  1,100  gros  tournois  and 
I  hereby  direct  Guiseppe  Bellini  to  pay 
you,  Giovanni  Cipolla,  1,100  ducats  in 
Venice  by  June  1,  1354. 

(Signed)  Hans  Olbrechts"6 7 
If  the  third  party  accepts  the  order 
to  pay  the  amount  stated,  he  may  write  "accepted" 
on  the  face  of  the  draft  and  it  then  becomes  an 
acceptance  which  can  be  used  as  a  security  for 
obtaining  a  loan.  In  this  way,  the  seller  has 
the  opportunity  of  obtaining  his  money  immediately 
by  discounting  the  acceptance  note. 

The  'fair  letter'  or  lettre  de  foire 
was  similar  to  the  bill  of  exchange.  Very  little, 
if  anything,  has  been  said  about  the  trade  fairs 
which  became  an  important  part  of  the  commercial 
activity  of  the  latter  medieval  period.  Briefly, 
the  trade  fairs  were  held  at  intervals  in  com¬ 
mercial  centers  to  bring  together  merchants  from 
distant  places.  The  trade  fairs  would  be  com¬ 
parable  to  present  day  wholesale  trading  rather 

7 

than  retail  trading. 


6 .  Ibid. ,  p.  107. 

7.  Heaton,  0J2*  cit. ,  p.  169. 
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If  a  merchant  had  inadequate  funds  to 
pay  for  merchandise  at  the  time  of  purchase  he 
might  write  out  a  letter  promising  to  pay  at  the 
next  fair,  the  date  being  specified.  In  some 
cases  a  mutual  acquaintance  of  the  buyer  and  seller 
might  be  consulted  or  asked  to  guarantee  the  letter. 
If  a  third  party  guaranteed  the  letter,  this  was 
recorded  on  the  face  of  the  letter.  The  fair 
letter  could  also  be  discounted  with  the  money 
lender,  in  which  case  a  hidden  interest  rate  was 
concealed  in  the  terms. 

For  the  purpose  of  the  present  inquiry, 
it  must  be  noted,  that  in  the  case  of  all  instru¬ 
ments  of  exchange,  it  was  not  difficult  to  include 
a  concealed  interest  rate.  Thus  it  was,  that  a 
standard  rate  of  interest  became  established  in 
practical  business  transactions.  Deviations  from 
the  established  rate  depended  upon  the  circum¬ 
stances  peculiar  to  each  individual  situation. 

Before  leaving  this  part  of  the  study, 
some  of  the  banking  services  that  came  into 
general  use  should  be  mentioned. 
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Clearing  house  operations,  providing 
buyers  and  sellers  an  opportunity  to  come  to¬ 
gether  and  cancel  the  various  debits  and  credits, 
were  carried  out  following  the  trade  fairs. 

Such  operations  are  an  integral  part  of  modern 
banking . 


Money  changing  did  not  originate  in 
the  medieval  period.  There  are  references  to 
this  practice  much  earlier  in  history.  In  the 
medieval  period  this  function  was  carried  out 
as  a  sideline  by  the  merchant  until  it  became 
so  lucrative  that  some  merchants  specialized  in 
it  and  gave  up  their  other  business  operations. 
Some  money  changers  became  wealthy  enough  to 
begin  lending  money.  This  also  led  to  special¬ 
ization  and  the  emergence  of  professional  money 
lenders.  Various  families  became  very  wealthy 
through  lending  of  money.  One  of  the  best  known 
family  names  in  this  regard  was  that  of  the 
Lombards . 


Goldsmiths  also  came  to  perform  a 
useful  and  profitable  function  in  the  commercial 
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economy  which  began  as  a  sideline  to  their  trade. 
Goldsmiths  had  storage  space  for  valuables  aid 
thus  were  engaged  to  store  valuables  in  the 
strongboxes  that  were  built  for  their  own  pro¬ 
ducts.  The  profits  they  realized  were  often 
loaned  to  people  who  sought  such  loans.  Event¬ 
ually  they  loaned  money  that  was  left  with  them 
for  safekeeping  providing  a  reasonable  reserve 
for  their  current  demand.  Eventually,  the 
goldsmiths  began  issuing  paper  notes  or  ’gold¬ 
smith’s  notes’.  These  circulated  much  as  our 
modern  bank  notes  do  today.  In  practice  the 
volume  of  the  promises  exceeded  the  actual 
volume  of  deposits.  This  constituted  a  major 
innovation  for  it  constituted  the  issuing  of 
credit  by  paper  and  pen. 

The  pawnbroker  performed  a  similar 
function  in  the  medieval  period  as  he  does 
today.  They  realized  enough  profit  on  their 
transactions  to  become  money  lenders.  The 
notaries  who  drew  up  the  legal  documents  had 
access  to  enough  information  to  enable  them  to 
engage  actively  in  business  and  thus  realize 
a  profit.  They  too  became  money  lenders. 
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The  term  'rentier'  has  its  origin  in 
the  medieval  period.  Wealthy  individuals  some¬ 
times  loaned  money  for  the  erection  of  housing. 
Such  money  might  be  loaned  to  a  promoter  who  had 
over-extended  himself.  The  return  paid  to  the 
money  lender  was  known  as  a  rent.  It  was  usually 
a  fixed  monthly  amount.  People  who  received  such 
rents  became  known  as  rentiers. 


Towns  sometimes  pledged  a  fixed  rent 
to  money  lenders  in  return  for  loans.  This 
occasionally  led  to  town  administration  being 
placed  in  the  hands  of  rentiers.  The  account 
of  the  experience  of  Genoa  is  summarized  by  Clough 
in  there  words: 

"In  1164....,  Genoa  handed  over  some 
of  its  income  for  a  period  of  eleven 
years  to  a  society  of  lenders  (monte) 
for  sums  that  had  been  advanced. 

Then  in  the  thirteenth  century  it 
consolidated  its  debt  by  selling 
rents,  and  finally  it  permitted  these 
rents  to  be  sold  to  third  parties. 

It  was  to  administer  this  kind  of 
business  and  the  city  revenues  pledged 
against  rents  that  the  first  deposit 
bank  in  Europe,  that  is,  a  bank  to 
receive  deposits  and  to  use  them  as 
reserves  against  the  loans  it  made, 
came  into  existence  at  Barcelona  In 
1401  and  that  the  famous  Bank  of  Saint 
George  (cassa  di  San  Giorgio)  was 
founded  at  Genoa  in  1407. "8 


8.  Ibid. ,  p.  110. 
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Shipbuilding  and  water  transportation 
also  required  large  sums  of  capital  and  various 
ways  were  introduced  to  finance  such  ventures. 
The  idea  of  underwriting  developed  from  the 
practice  of  enterprisers  in  financing  a  voyage. 
The  enterpriser  would  outline  his  plans  and 
invite  speculators  to  write  their  name  under  his 
if  they  wished  to  participate  with  him  in  the 
venture.  The  underwriters  would  put  up  part  of 
the  capital  and  would  share  in  any  g  ain  or  loss 
that  might  result. 

In  each  of  the  commercial  transactions 
mentioned  it  appears  certain  that  there  was  pro¬ 
vision  for  capital  accumulation  which  had  the 
effect  of  accelerating  economic  growth  and 
development.  It  was  evident  that  as  the  economy 
moved  away  from  a  condition  of  relative  poverty, 
the  society  was  willing  to  accept  the  act  of 
charging  interest  on  capital  funds. 

It  is  important  to  emphasize  that  by 
the  latter  part  of  the  hiddle  Ages,  as  has  been 
established,  loans  were  r.o  longer  conceived  only 
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as  consumption  type  loans  but  were  also  conceived 
as  investment  loans.  The  recognition  of  the  part 
that  capital  played  in  production  was  necessary 
in  the  recognition  of  the  legitimacy  of  interest. 


CHAPTER  8 


CONCLUSION. 

What  is  usury?  Can  usury  be  defined  in 
absolute  terms  or  is  it  a  concept  that  is  relative 
and  thus  dependent  upon  circumstances  that  are 
subject  to  change?  The  evidence  would  indicate 
that  usury  may  most  clearly  be  defined  in  relation 
to  the  moral  and  legal  standards  of  a  particular 
historical  period. 

During  the  early  medieval  period  usury 
was  defined  as  any  and  all  returns  accruing  from 
the  lending  of  money.  In  the  course  of  time  this 
definition  was  subjected  to  modification.  Usury 
was  eventually  understood  to  refer  only  to  an  ex¬ 
cessive  rate  of  interest  charged  for  a  loan. 

The  Schoolmen  were  not  as  concerned  with  institu¬ 
tions  as  they  were  with  the  behavior  of  individuals 
within  the  framework  of  the  institutions.  Spec¬ 
ifically,  they  were  called  upon  to  formulate  a 
set  of  rules  and  regulations  that  would  serve  as 
a  guide  in  the  confessional.  Schumpeter  summarizes 
the  nature  and  the  difficulty  of  this  task. 

"More  than  anything  else  they  were  directors 
of  individual  consciences  or,  rather, 
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teachers  of  directors  of  individual 
consciences.  They  wrote  for  many 
purposes  but  principally  for  the 
instruction  of  confessors.  In  the 
first  instance,  therefore,  they  had 
to  expound  moral  precepts  that  were 
immutable  on  principle.  Secondly, 
they  had  to  teach  the  application 
of  these  precepts  to  individual  cases 
arising  in  an  almost  infinite  variety 
of  circumstances.  But  this  was  not 
enough.  In  order  to  secure  something 
approaching  uniformity  of  practice 
among  numerous  confessors,  it  was 
necessary  to  work  out  concrete  de¬ 
cisions  for  the  most  important  types 
of  cases  that  occur  in  practice, 
iloreover,  one  of  the  considerations 
that  are  most  helpful  in  deciding 
whether,  from  the  standpoint  of  a 
given  individual,  a  given  act  is  a 
sin,  and  if  so,  how  serious  a  sin  it 
is,  is  whether  or  not  it  is  common 
practice  in  the  individual's  environ¬ 
ment  .  "1 


Schumpeter  goes  on  to  say  that  for  the 
reasons  stated  it  was  necessary  for  the  Doctors 
to  investigate  ot  only  the  typical  forms  of  ec¬ 
onomic  behavior,  but  also,  the  actual  practices 
prevailing  in  the  environment  under  observation. 
Typical  forms  of  economic  behavior  referred  to 
basic  moral  precepts  while  actual  practices  were 
those  that  had  become  established  as  norms.  The 
phenomenon  of  usury  proved  extremely  complex  when 
subjected  to  this  method  of  analysis  and  judgment. 

1.  Schumpeter ,  ojd.  cit . ,  p.  102. 
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In  this  regard,  DeRoover  believes  that 
scholastic  economics  may  have  endured  much  longer 
historically  had  the  Schoolmen  been  willing  and 
able  to  change  their  method.  In  his  words: 


"The  great  difference  between 
scholastic  and  contemporary  economics 
is  one  of  scope  and  methodology:  the 
Doctors  approached  economics  from  a 
legal  point  of  view.  They  attached 
an  excessive  importance  to  formalism, 
so  that  the  study  of  economics  nearly 
reduced  itself  to  an  investigation 
into  the  form  and  nature  of  contracts."2 


It  is  not  too  difficult  to  visualize 
the  maze  of  decisions  presenting  themselves  once 
any  concession  was  acknowledged  as  valid.  At  the 
same  time,  this  should  not  be  registered  as  a 
criticism,  but  as  a  tribute  to  the  Schoolmen  who 
demonstrated  a  highly  developed  ability  to  both 
analyse  and  pass  value  judgments. 

All  theory  must  stand  the  test  of  prac¬ 
tice  if  its  validity  is  to  be  proven.  The  usury 
doctrine,  as  expounded  by  the  Schoolmen,  was  sub¬ 
jected  to  constant  pressure  through  the  confessionalo 

DeRoover,  op.  cit. ,  p.  185. 
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Thus,  in  the  midst  of  a  changing  environment, 
constant  pressure  was  applied  which  sought  to 
develop  harmony  between  doctrine  and  practice.  In 
the  early  period,  when  loans  were  made  almost 
exclusively  for  consumption  purposes,  the  prohi¬ 
bition  of  usury  applied  primarily  to  the  Church 
itself.  With  the  economic  decay  of  the  early 
period  the  Church  became  the  chief  source  of 
borrowed  funds.  The  lords  in  need  of  funds  would 
pledge  revenue  from  their  land  as  repayment  of 
such  loans.  Clough  underlines  a  very  important 
aspect  of  these  loans  in  these  words: 


"Invariably  these  debts  were 
incurred  to  acquire  consumer's  goods 
rather  than  to  purchase  capital 
equipment  for  the  purpose  of  produc¬ 
ing  still  more  goods.  Inasmuch  as 
this  was  the  case  the  religious 
lenders  could  hardly  take  advantage 
of  the  misery  of  the  people  to 
exact  heavy  tribute  for  the  use  of 
their  savings.  Thus,  it  came  about 
that  the  Church  did  not  lend  at 
interest  or  usury,... "3 


Clough  goes  on  to  refer  to  the  early 
usury  doctrine  which  forbid  the  laity  as  well  as 
the  clergy  from  taking  interest  and  v/hich  by  the 


3.  Clough,  ag.  cit . ,  p.  72. 
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ninth  century  reserved,  to  ecclesiastical  courts, 
jurisdiction  involving  questions  of  usury.  His 
observations  of  the  consequences  that  would  have 
ensued  had  usury  not  been  prohibited  in  this 
period,  offers  justification  for  the  early 
absolute  prohibition. 


"If  these  steps  had  not  been  taken, 
spendthrift  lords  and  princes  would  un¬ 
doubtedly  have  borrowed  much  more  than 
they  did  for  purposes  of  ostentation. 
Moreover,  heavy  consumption  debts  would 
have  resulted  either  in  such  a  rapid 
change  of  or  concentration  in  ownership 
that  society  based  upon  land,  feudal 
loyalty,  and  manorial  production  would 
have  been  upset."4 


Early  medieval  society  was  organized 
on  a  closer  personal  basis  than  the  society  that 
developed  during  the  late  medieval  and  early 
modern  period.  Such  a  society  based  upon  close 
personal  relationships  did  not  lend  itself  easily 
to  the  more  impersonal  relationships  of  the 
capitalistic  market  mechanism. 


These  observations  led  to  the  conclusion 
that  the  early  scholastic  usury  theory,  which 


4.  Ibid.,  p.  73 
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defined  usury  as  any  increment  demanded  above  the 
principal  of  a  loan,  was  justified  under  the  cir¬ 
cumstances  of  early  feudal  society.  The  evidence 
further  indicates  that  the  Schoolmen  recognised 
the  changes  that  were  taking  place  within  their 
society  and  endeavored  to  incorporate  a  sufficient 
degree  of  flexibility  into  their  theory  to  com¬ 
pensate  for  these  changes.  As  has  been  emphasized 
by  DeRoover ,  their  main  concern  in  the  economic 
realm  was  not  with  usury  theory  but  was  with  the 

maintenance  of  justice  as  applied  to  equity  in 

5 

distribution  and  exchange. 

The  development  of  a  commercial  economy 
together  with  the  refinements  that  came  about  in 
this  process,  provided  the  circumstances  that  led 
to  the  discovery  of  the  theory  of  interest  by 
the  Schoolmen.  As  Schumpeter  points  out,  the 
Schoolmen,  in  their  analysis  of  those  circumstances 
that  account  for  a  positive  rate  of  interest, 
discovered  the  only  one  factor  that  was  unique 
to  the  capitalistic  process: 


5.  DeRoover,  0£.  cit.,  p.  167. 
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"Such  arAa lysis  reveals  that  the 
fundamental  factor  that  raises  interest 
above  zero  is  the  prevalence  of  business 
profit  -  all  the  other  facts  that  may 
produce  the  same  results  are  not  neces¬ 
sarily  inherent  in  the  capitalist  process. 

This  proposition  constitutes  the  main 
positive  contribution  of  scholastic 
interest  analysis."*- 

The  Church  eventually  abandoned  the  usury 
doctrine  which  prohibited  the  taking  of  interest. ? 
This  was  done,  after  the  Code  Napolean,  which 
accepted  the  validity  of  interest,  was  adopted  all 
over  Western  Europe.  In  1830  ,  the  legalistic  method 
of  the  Schoolmen  was  replaced  by  a  sweeping  general¬ 
ization  which  accepted  as  valid  a  market  rate  of 
interest.  Instructions  were  issued  for  guidance  in 
the  confessional  and  u^ury  received  a  new  implied 
definition. 


Modern  interest  theory  is  studied  in  relation 
to  the  short  term  and  the  long  term  interest  period. 

The  short  term  interest  rate  appears  to  be  determined 
by  the  supply  and  demand  for  money,  whereas,  the  long 
term  interest  rate  is  determined  by  the  supply  and 
demand  for  capital.  Y/hittaker  summarizes  Schumpeter's 
viewpoint  of  the  basis  for  long  term  interest. 


6.  Schumpeter,  ojd.  cit .  ,  p.  105. 

7.  DeRoover,  0£.  cit.,  p.  176. 


. 

'  . 

. 

.  ..  -  •  .  .  . 

. 

. 

'  '  ••  • 

I  *’■  •  • 

. 


.  .  .  . 


. 


-106- 


"Producers  introduce  innovations 
that  return  an  excess  above  their  cost, 
so  that  an  income  accrues  out  of  which 
interest  can  be  met.  The  demand  for 
capital  caused  by  the  existence  of  oppor¬ 
tunities  for  profitable  investment  ex¬ 
plains  why  existing  rates  of  interest 
have  to  be  paid."0 


The  short  and  long  term  interest  theories 
were  related  by  J.  M.  Keynes  through  his  explan¬ 
ation  of  the  rate  of  interest. 


"In  his  view,  what  determines  the 
rate  of  interest  is  liquidity  preference , 
that  is,  men’s  preference  between  holding 
funds  in  liquid  form  (as  cash  and  bank 
balances)  and  owning  investments.  If 
individuals  try  to  convert  investments 
into  liquid  funds  by  selling  them  in  a 
market  in  which  cash  is  scarce,  invest¬ 
ments  fall  in  value,  of  course  (which  is 
the  same  as  saying  that  interest  rises). 

On  the  other  hand,  if  liquid  funds  be 
made  plentiful  interest  can  be  lessened. "9 


Keynes  believes  that  investors  are 
interested  primarily  in  profits  rather  than  in 
a  steady  income  through  interest.  He  believes 
that  investment  would  continue  even  if  interest 
rates  approached  zero.  This  viewpoint 

8.  Whittaker^"* Edmund ,  A  History  Of  Economic  Ideas. 
Longmans  Green  And  Col, New  York,  1240,  p.  560. 

9.  Ibid. ,  p.  561. 
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is  questioned  by  some  economists.  It  seems  true 
to  say  that  the  interest  rate  provides  a  means 
of  determining  the  allocation  of  capital  to  com¬ 
peting  demands.  A  high  interest  rate  excludes 
many  enterprises  that  might  be  undertaken  if  the 
interest  rate  were  lowered. 

Governments  today,  through  their  monetary 
policy  exercise  control  over  the  interest  rates. 

The  motives  for  government  control  of  interest 
rates  today  may  be  somewhat  different  than  those 
offered  by  the  Church  of  the  medieval  period, 
and  there  is  no  similarity  in  the  method  of  control. 
Nevertheless,  the  basis  for  justifying  such  control 
is  similar.  Governments  today  are  concerned  with 
the  maintenance  of  full  employment,  a  sound 
monetary  system  and  other  like  goals.  The  School¬ 
men  were  anxious  to  establish  principles  of  justice 
which  would  prevent  exploitation  of  the  poor  and 
would  in  general  maintain  the  welfare  of  the  people. 

The  main  contributions  made  by  the  School¬ 
men  to  the  development  of  economic  theory  were 
mentioned  in  the  lirst  chapter.  Among  other 
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achievements,  they  analysed  the  basic  economic 
problem  as  one  of  scarcity.  It  has  been  pointed 
out  that  modern  interest  theory  is  based  upon 
the  scarcity  of  capital  in  relation  to  the  oppor¬ 
tunities  for  investment.  The  discovery  of  the 
problem  of  scarcity  as  basic  to  all  economic 
problems  cannot  be  underemphasized. 

Schumpeter  credits  the  Schoolmen  with 
posing  the  key  question  in  the  development  of 
interest  analysis,  specifically,  "Why  should 
interest  be  charged?”  He  believes  that  the  later 
Schoolmen  were  successful  in  tracing  interest 
to  business  profits.  Although  interest  theory 
has  been  revised  and  refined,  the  Schoolmen  un¬ 
doubtedly  grasped  some  understanding  of  the 
difference  between  money  and  capital  as  they  relate 
to  interest.  They  were  specifically  concerned 
with  short  term  interest;  however,  their  analysis 
led  them  to  consider  the  justification  for  what 
would  today  be  termed  long  term  interest. 

The  Scholastic  usury  doctrine  together 
with  other  related  economic  theory  provided 
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important  starting  points  for  the  development  of 
economic  analysis.  This  process  of  development 
and  refinement  has  been  carried  on  from  the 
medieval  period  until  the  present  and  will  doubt¬ 
lessly  continue.  This  paper  has  endeavored  to 
underline  the  specific  contributions  made  to  the 
accumulated  body  of  knowledge  by  the  Schoolmen. 
Although  their  methods  were  cumbersome  and  their 
conclusions  often  ope:'  to  criticism,  it  may  be 
stated  in  conclusion  that  their  numerous  achieve¬ 
ments  are  impressive  and  thus  are  Y/orthy  of  study 
and  consideration  today. 
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